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Appeals in Revenue Cases 


Australian cricket enthusiasts 

(assuming there are still Aus- 

tralians who are enthusiastic 

about cricket) will derive some 
terest from the case of Moorhouse 
M. Inspector of Taxes) v. Dooland 
54), 36 T.C. 1. 


. Bruce Dooland played as a pro- 
ional with the East Lancashire 
ficket Club, and under his service 
sement and the rules of the Lanca- 
ire League he was entitled to have 
ollection taken up on his behalf 
lenever he achieved a “meritorious 
formance”, e.g. a score of fifty or 
re. In the 1951 season he received 
ittle under £50 from such voluntary 
cctions, and the question arose 

her this sum was subject to in- 
fe tax. (Incidentally, the amount 

involved was about £20.) 


fhe General Commissioners decided 

at “the collections in question were 

ia profit arising from the respon- 
8 employment . . . but were given 

testimonials to his abilities”, and 
therefore not taxable. 


me case went on appeal, and Har- 

m, J., in the High Court, upheld the 
ing of the Commissioners. In the 
se of his judgment he said: 


his case has been an unconscion- 
time a-trying. I have listened with 
tience which, I am afraid, has worn 
® thin as the hours succeeded one 
mer, to a very nice exercise in dia- 
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lectic by both Counsel who have ad- 
dressed me; and what is the subject 
matter on which they have spent so 
much forensic skill? £20. ... I seem 
to have observed lately, though I hope 
I am mistaken, a tendency on the part 
of the Crown to spend time catching 
the financial sprat while the mackerel 
swims free in the ocean.... In my 
judgment the Commissioners’ finding 
ought to stand, and I can only regret 
that it was sought to take so small a 
matter further after so sensible a con- 
clusion. I dismiss the appeal.” 


The Crown then carried the matter 
to the Court of Appeal, and it is quite 
clear that the members of that Court 
did not share the views of Harman, J., 
that £20 income tax was too trifling 
a sum to have such a long and expen- 
sive quarrel about. In fairness, it 
should be mentioned that the Crown 
evidently accepted responsibiliy for the 
respondent’s costs in the Court of Ap- 
peal. That Court (Evershed, M.R., 
Jenkins and Birkett, L.JJ.) held, re 
versing the High Court, that the col- 
lections were not mere personal pre 
sents, but were part of the earnings 
of Mr. Dooland’s employment, and were 
therefore subject to tax. Mr. Dooland 
was given leave to appeal to the House 
of Lords, but it appears that at this 
stage he decided to retire from the fray. 


It would ill become an accountants’ 
journal to criticise the machinery which 
the law has devised for the hearing of 
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appeals against the decisions of suc- 
cessive tribunals. It is interesting, 
however, to observe some opinions ex- 
pressed by members of the legal pro- 
fession itself, 

Sir Alan Herbert, an inveterate re- 
former, once asked: ‘“‘Why is the House 
of Lords?” He was referring, of course, 
to its judicial, not its legislative, func- 
tion. In the imaginary case, Board of 
Inland Revenue v. Haddock, which con- 
cerned an attempt by the Inland 
Revenue to levy land tax on Mr. Had- 
dock’s window-box, he put these words 
into the mouth of the Master of Rolls: 
“Whatever our decision [in the Court 
of Appeal] it is certain that an indig- 
nant appeal against it will be directed 
to the supreme tribunal, the House of 
Lords, since the resources of the Crown 
are as inexhaustible as its impudence, 
and the blood of Mr. Haddock is evi- 
dently up.” In the (equally imaginary) 
case of Dahlia Ltd. v. Yvonne, Sir Alan 
prompted junior Counsel to advance the 
suggestion that a decision of the House 
of Lords was in the nature of an Act 
of God—i.e. “something which no rea- 
sonable man could have foreseen.” 
(Still More Misleading Cases, Me- 
thuen & Co., London.) 

In a recent issue of the Melbourne 
Herald, Professor Zelman Cowen, fol- 
lowing Sir Isaac Isaacs and other 
jurists, revived the suggestion that 
appeals from Australian Courts to the 
Privy Council should be abolished. He 
did not believe that such a change would 
do anything to weaken the bonds of 
kinship, and he maintained, on the 


other hand, that great difficulties aroge 
because members of the Privy Coungi] 
had to deal with the most diverse bodies 
of law coming from various parts of 
the Commonwealth. 


Professor Cowen’s view was “that 
the record of the Privy Council in Aus. 
tralian constitutional cases is not very 
impressive, and that on occasions it 
has not given a very clear lead to Aus- 
tralian courts which must attempt to 
follow its decisions. This is not in- 
tended as a criticism of the legal skil] 
of individual members, but rather of 
an institution which imposes well-nigh 
impossible demands on its members.” 
Furthermore, Professor Cowen said, ap- 
peals to the Privy Council are extremely 
costly, and the final determination of 
a case can take a very long time. 


The professional interest of accoun- 
tants in Privy Council appeals is con- 
fined almost entirely to revenue cases. 
Although no criticism of the decisions 
in these cases is implied here, one still 
finds it difficult to see why the right of 
appeal need extend beyond the High 
Court. To quote Professor Cowen 
again: “No doubt in earlier days the 
appeal to a tribunal sitting in England 
was justified on the ground that it 
ensured that proper standards of jus 
tice and legal procedure would be ob- 
served in overseas territories whose 
legal institutions were relatively primi- 
tive. If this was once a justification 
for the jurisdiction of the Privy Cour- 
cil, it is obvious that it does not have 
the remotest relevance to the present 
day situation in Australia.” 


The Australian Accountant, November, 1986. 
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At the extraordinary general 

meeting of the Australian 

Society of Accountants, held in 

Melbourne on October 10, a 
special resolution to amend the Articles 
of Association was carried unani- 
mously. A full explanation of the 
several amendments was given, along 
with the notice of meeting, in the Sep- 
tember issue of this journal, at page 
365. Briefly the purposes of the 
amendments were: to clarify the ex- 
prience required for classification as 
an Associate or Fellow of the Society; 
to clarify the procedure for dealing 
with cases of professional conduct; to 
simplify the formula governing the re- 
tirement and rotation of members of 
the General Council; and to authorise 
an increase in the membership of Divi- 
sional Councils. 


Hire purchase taxes 


State governments are _ seeking 
greater revenues from the limited 
sources available to them. There have 
lately been increases in stamp duties, 
racing taxes, entertainments tax, and 
motor registration fees. New South 
Wales has imposed a land tax, and Vic- 
toria (following the lead of New South 
Wales) proposes a tax of 1 per cent. 
m the total amounts payable (exclud- 
ing deposits) under all hire purchase 
agreements. This last-mentioned pro- 
posal, which had reached an advanced 
stage in the Victorian and New South 
Wales Parliaments when we went to 
press, may well have become law in 
both States by the time this issue of the 
journal is published. 

Both Bills contain a contentious 
tlause—a prohibition on the vendor 
or any other person against passing 
the hire purchase tax on to the pur- 
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chaser. It was strongly urged in de- 
bate in the New South Wales Parlia- 
ment that this clause would be ineffec- 
tive unless charges for terms under 
hire purchase agreements were pegged, 
as otherwise the prohibition could be 
avoided simply by an increase in the 
terms charge. It is understood that 
the New South Wales Government has 
now decided to peg hire purchase terms 
charges at the following rates, which 
were approved by the State Parlia- 
mentary Labor Party: on motor 
vehicles, industrial machinery and 
farm equipment, if new, 7 per cent.; 
if second-hand, 9 per cent.; on all other 
goods, 10 per cent. At the time this 
note was written, there was no indica- 
tion that Victoria intended to follow 
New South Wales to the extent of peg- 
ging rates. 

This tax is not a light one. One per 
cent. on the total advance under a hire 
purchase agreement represents quite 
a substantial proportion of the terms 
charge itself. There is no provision 
for refunds on agreements that are 
cancelled or not enforced—e.g., where 
the hirer settles his account within the 
“interest-free” period that some re- 
tailers offer; or where one agreement 
is replaced by another, as would hap- 
pen when the vendor allowed the pur- 
chaser to “exchange” goods. In these 
cases there will be a form of double 
taxation which is likely to result (so it 
has been urged by some financial 
spokesmen) in the withdrawal or cur- 
tailment of such concessions to pur- 
chasers. It would not seem to be very 
difficult to provide for refunds of duty 
to be made when agreements were can- 
celled, replaced, or merged into other 
agreements, and it seems reasonable 
and equitable that this should be done. 
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N.S.W. University of Technology 

In September the Council of the 
New South Wales University of Tech- 
nology approved of the introduction in 
1957 of courses leading to the degree 
of Bachelor of Commerce with the fol- 
lowing variants at both pass and 
honours levels: B.cOM. (Accountancy) ; 
B.COM. (Economics); B.coM. (Statis- 
tics); and B.coM. (Applied Psycho- 
logy). The duration of each course is 
to be, for the ordinary degree, three 
years full-time and five years part- 
time, and for the honours degree four 
years full-time and six years part- 
time. 


The University’s intention is that 
the course leading to the degree of 
B.cOM. (Accountancy) should not only 
give the student a good university 
education and training designed to 
equip him for a responsible position in 
industry, commerce or the public ser- 
vice, but that it should provide a cover- 
age of professional subjects more than 
sufficient to meet the present require- 
ments of the professional bodies. De- 
gree students will be required to study 
Economics, Statistical Method, Busi- 
ness Finance, and the Humanities, and 
will also be required to write a thesis 
on an approved accounting topic and 
attend a seminar on contemporary ac- 
counting problems. The purpose of 
this is to develop in the student a criti- 
cal appreciation of the fundamental 
objectives of accounting, as well as a 
knowledge of techniques and proce- 
dures. The School expects in the near 
future to make provision for higher 
degrees with specialisation in account- 
ing. b 
Mr. E. Bryan Smyth, F.A.S.A., is 
Professor of Accountancy in the Uni- 
versity of Technology. 


Making a profit out of oneself 


The decision in Sharkey v. Wernher 
(an English case) was referred to in 
Current Taxation in September. Read- 
ers will have noted with relief that, in 
the opinion of Messrs. Gunn and 
O’Neill, this remarkable decision will 
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have no application in Australia. The 
effect of the decision is that (for ip 
come tax purposes) goods taken from 
stock by the proprietor of a business, 
for his own consumption or use, must 
be credited in the business’s trading 
account at selling price instead of a 
cost price. One senses, throughout the 
extracts from the judgments as quoted 
in Current Taxation, the notion that 
withdrawal of stock by the proprietor 
for his own use represents a “dis 
posal” of that stock, involving a “credit 
entry” in the trading account, and 
hence (by a strange process of logic) 
a notional or fictional “receipt” by 
the business. The widely accepted ae. 
counting idea that the function of a 
trading account is to permit the mateb- 
ing of cost of goods sold against sales, 
for the determination of gross profit, 
does not seem to have emerged (but we 
should like to have seen the dissenting 
judgment of Lord Oaksey). If one ac- 
cepts the accounting idea of matching 
cost against income, it follows that 
stock taken for the proprietor’s om 
use should be regarded as a deduction 
from cost of goods sold (therefore 
logically to be recorded at cost price) 
and cannot be viewed as the equive- 
lent of a “sale”. 


The view of Lord Radcliffe, however, 
was that “it seems .. . better economics 
to credit the trading owner with the 
current realisable value of any: stock 
which he has chosen to dispose of with- 
out commercial disposal than to credit 
him with an amount equivalent to the 
accumulated expenses in respect d 
that stock. In that sense, the trader's 
choice is itself the receipt, in that he 
appropriates value to himself or his 
donee direct instead of adopting the 
alternative method of a commertia! 
sale and subsequent appropriation o 
the proceeds.” (Current Tazxatwn, 
September 1956, p.47). 


It is difficult to reconcile such 4 
statement with the reported view o 
the House of Lords in another contem- 
porary revenue case, Southern Railway 
of Peru Ltd. v. Owen: “Their Lordships 
added that they would view with dis 


The Australian Accountant, November, 1966 





,— an in a | 


aac na-n Ss ora se oF oo Oo ss ara So Se leo eG SoS ei ete wt = 


> @S cS 


ie =? & 


+e = 


oa & = 


-— 


yONTHLY REVIEW 


may the assertion of legal theories as 
to the ascertainment of true annual 
profits which were in conflict with cur- 
rent accounting practice.” (Accoun- 
tancy, September 1956, p.344). 


An amusing outcome of the Sharkey 
vy. Wernher decision (amusing at any 
rate to those who are unaffected by it) 
isa suggestion that goods intended for 
the personal use of the proprietor should 
if possible be so handled that they do 
not become part of the stock-in-trade 
of his business. Thus the grocer, for 
example, should ensure that his own 
groceries do not pass through the front 
door of his shop and later out through 
the back, but that they go direct from 
his wholesale supplier into his own 
home. He could not then be accused 
of making a profit out of himself. One 
wonders, however, whether the benefits 
from such a subterfuge would ever be 
worth the trouble involved. 


Registrar-General’s fees in Victoria 
Victoria will have a new scale of 
Registrar-General’s fees after the 
passing of the Registrar-General’s 
Fees Bill, which was before Parlia- 
ment last month. The Bill provides 
for the repeal of the present Registrar- 
General’s Fees Act, and the amend- 
ment of certain other Acts, so that 
most fees may be fixed by regulation 
infuture. It authorises a maximum fee 
of £2 per document for filing docu- 
ments under the Business Names Act, 
instead of 6s. as at present. Authority 
is also given for increasing small fees 
wider the Companies Act to £2 per 
document, instead of the present 6s. 
The new rates for registration of com- 
panies will be: for the first £5,000 of 
authorised capital, £15 (minimum 
fee); for each additional £1,000 of 
authorised capital up to £100,000, fif- 
teen shillings; then four shillings per 
£1,000 up to £500,000; and one shilling 
per £1,000 thereafter. There will no 
longer be a maximum fee. Filing fees 
mder the Banks and Currency Act 
are also to be increased. Notification 
will be given in this journal when the 
new rates of fees have been gazetted. 


The Australian Accountant, November, 1956. 


International Congress, 1957 

It has already been announced that 
the seventh International Congress of 
Accountants is to be held in Amster- 
dam from 9 to 13 September 1957. 
Members intending to be present are 
now asked to inform the General Regis- 
trar of the Society not later than 15 
December next. Their names will be 
forwarded to Amsterdam, and in Feb- 
ruary 1957 official registration forms 
will be sent to them direct from Hol- 
land. The Congress Committee will 
charge a registration fee of 135 guild- 
ers. 


The names of ladies who will be ac- 
companying members to the Congress 
are also wanted at this stage. A ladies’ 
programme is to be arranged, and 
visitors from abroad and their ladies 
will be guests of the sponsoring bodies 
at all social events. As the Congress 
Committee has made extensive reserva- 
tions of hotel accommodation it will be 
difficult for visitors to arrange their 
own accommodation in Amsterdam ex- 
cept through the Committee. 


The following tentative programme 
has been drawn up for the Congress: 


Monday, September 9: Morning, re- 
gistration; afternoon, opening ses- 
sion; evening, reception. 

Tuesday, September 10: Morning, busi- 
ness session (Principles for the 
Accountant’s Profession); after- 
noon, two business sessions, simul- 
taneously (The Verification of the 
Existence of Assets; and Budgeting 
and the Corresponding Modernisa- 
tion of Accounting); evening, con- 
cert. 

Wednesday, September 11: Morning, 
free; afternoon, two business ses- 
sions, simultaneously (The Internal 
Auditor; and Business Organisation 
and the Public Accountant); even- 
ing, round trip through the Amster- 
dam canals. 


Thursday, September 12: Morning and 
afternoon, excursions; evening, Gov- 
ernment reception. 

Friday, September 13: Morning, : busi- 
ness session (Ascertainment of Pro- 
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fit in Business); afternoon, closing 
session; evening, . Ball. 


(The languages to be used at the 
Congress are English, French, German 
and Dutch.) 


Where the squeeze pinches 


In the past two or three years there 
has been a noticeable trend in security- 
raising away from equity shares to 
debentures, unsecured notes, and other 
forms of debt-finance (see “Monthly 
Review”, Australian Accountant, Aug- 
ust). Now, according to the A.N.Z 
Bank’s Quarterly Survey for October, 
the trend appears to be back in the 
other direction. At any rate, the 
Survey notices a movement away from 
short-term or convertible notes at low 
interest rates, to longer-term securities 
(including preference shares) yielding 
higher returns. The Quarterly Survey 
suggests that the short-term securities 
were evidently designed as a method 
of financing rising stocks and turn- 
overs in 1953, when it appeared that 
extra funds might be needed only tem- 
porarily. Managements then avoided 
entering into long-term interest or 
dividend commitments in the belief 
that some of the funds raised might 
well prove to be redundant if business 
activity declined. Now, however, it is 
suggested that companies believe that 
stocks and turnovers must remain high 
for a long time, and so they are more 
willing to think in terms of longer- 
term capital commitments. 


No doubt this is true. It is interest- 
ing to speculate, however, on how much 
of the variety that has recently en- 
tered into fund-raising methods has 
been due simply to the need for com- 
panies to woo investors in a tighten- 
ing market. One imagines that some 
of the twists that have been introduced 
have been designed mainly to catch 
the investor’s eye and to attract him 
with a novel kind of security. 


The listed company, of course, is 
able to do this. The unincorporated 
business or private company has been 
in a relatively helpless position in the 
“squeeze”. It is perhaps unfortunate 
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that the source of capital to which 
squeeze can be most easily applied jg 
the banking system, and this is vir. 
tually the only source of temporary 
funds for the small business. Other 
countries, not having the constitutional 
problems which Australia’s federal 
system of government has brought in 
its train, can and still do operate 
capital issues control, but that is im. 
possible here. In the result, it is the 
small business and the unlisted com. 
pany which are coming a bad last in 
the competition for the limited finance 
that is now available. 


Oil and coal 


Total world production of crude ail 
is likely to be about. 830 million tons 
this year, according to Petroleum Press 
Service, which is about 60 million tons 
greater than last year. This rapid 
rate of expansion means that oil is be 
coming roughly equal to coal as a 
source of the world’s energy. In fact, 
the article goes on to state, in the free 
world the annual production of about 
760 million tons of crude oil this year 
equals in calorific value the hard coal 
production. In communist countries 
oil’s position is less important relat 
ively, but the planners are trying t 
accelerate its development. 


As the coal reserves of Western 
Europe are steadily depleted, the de 
mand for oil rises sharply in the indus- 
trial areas of the Rhine and Ruhr, says 
the Service. To meet this development, 
great plans are afoot to construct pipe 
lines from Marseilles to Germany, 
which would save the oil tankers the 
long haul around the western extremity 
of the European continent to the north 
ern ports. 


More barley 


Australia has been fortunate that 
the barley market has been good dur 
ing the recent period when wheat has 
been difficult tc sell. And numerous 
farmers were able to switch some of 
their attention from wheat to sheep, 
when the wheat market became unsati 
factory. Emphasis is given to the im- 
portance of barley by a recent report 
from South Australia. This ind: 
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cated that it was expected that the 
State’s farmers would sow 1.2 million 
acres to barley this season, which is 
comparable with the 1.3 million acres 
to be sown to wheat. This shows a 
substantial increase over the previous 
season’s barley acreage. 


Still at war 

While Australia is at peace with 
most of the world and even grants of- 
ficial recognition to most nations, it is 
well to remember that not all countries 
enjoy this happy state. Various in- 
conveniences follow when a country 
breaks off diplomatic relations with 
others, and businessmen are not un- 
affected. It is worth remembering 
that Japan and the U.S.S.R. are still 
negotiating for a settlement, some pro- 
gress having apparently been made re- 
cently. Japan and the Philippines 
have only recently resumed diplomatic 
relations, war bitterness and repara- 
tions issues having been finally settled. 
The Japanese are still not satisfied with 
the arrangements for American occu- 
pation of Okinawa. 


Another central bank 

Another stage in the economic re- 
covery of Western Germany is the for- 
mation of a single central bank for the 
whole country, the present nine cen- 
tral banks of the states each becoming 
branches of the one “Federal Bank”, 
and the latter replacing the Bank 
Deutscher Linder. While the bank has 
considerable powers, so has the Gov- 
ermment extensive powers to use the 
bank for its policy purposes. One 
clause of its charter requires the bank 
“to support within the framework of 
its task the general economic policy of 
the Government”, but on the other 
hand, there is a clause which exempts 
the bank from “accepting guidance by 
the Government”. Clearly, for a cen- 
tral bank to perform its proper func- 
tions, some degree of compromise is 
hecessary between the extremes of giv- 
ing government complete control, and 
leaving the bank quite autonomous. 
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Another lender 


The International Finance Corpora- 
tion has now been established, as men- 
tioned previously in these columns, 
and has some of the personnel of the 
International Bank at its helm. The 
important difference between the Cor- 
poration and the Bank is that the new 
organisation is empowered to lend to - 
private enterprise, while the Bank re- 
quires a government guarantee. In 
choosing the destination of its lending, 
LF.C. will not insist on projects con- 
tributing to urgent developmental re- 
quirements. Rather will it seek pro- 
ductive enterprises, where it has not 
been possible for the promoters to ob- 
tain sufficient capital elsewhere. But 
the promoters will be expected to hold 
a substantial equity and the Corpora- 
tion will hope to realise on its invest- 
ments after an establishment period, 
and will thus favour investments being 
in the form of marketable securities, 
or convertible into such. By so re- 
volving its funds, it should make a 
considerable contribution toward 


stimulating the flow of international 
capital and expanding production. 


Costs of Ottawa 


One of the more painful reactions of 
the Ottawa Agreement is that it still 
commits Australia to maintain a very 
considerable margin of preference in 
favour of British goods, and at the 
expense of non-British goods, among 
the imports which enter Australia. The 
rigid scale which must be observed en- 
tails high customs charges on machin- 
ery, &c., imported from. non-British 
sources. At present, there is an ar- 
rangement. whereby non-British goods 
may be admitted under by-law at a re- 
duced rate when British suppliers are 
unable to meet the demands for the 
item required. 


One of the hoped-for results of the 
recent trade talks with the United 
Kingdom was an extension of this con- 
cession, and it is now very pleasing 
to hear confirmation that the Federal 
Government expects to receive such 
concessions from the United Kingdom. 
It would mean that some European and 
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American plant will be available more 
cheaply than before, and this will 
be especially significant for industries 
with an export potential. Cheaper 
machines may enable costs of produc- 
tion to be cut and efficiency raised, im- 
proving the chances of Australian 
- manufacturers selling more exports. 


Selling wheat 


Federal Parliament has debated the 
ratification of the new International 
Wheat Agreement. It provides a mini- 
mum price equal to about 12s. a bushel, 
but the export quota allotted for Aus- 
tralia has been reduced from 45 to 
80 million bushels. The Minister for 
Primary Production states that the 
agreement, while including a much re- 
duced proportion of the world’s wheat 
traders than in earlier years, is never- 
theless useful to Australia. It not 
only provides- export quotas at a pro- 
fitable price level, but it holds some 
hope of solving such fundamental prob- 
lems as the stimulation by some coun- 
tries of uneconomic wheat production. 


More Australians 


Official sources report that during 
1955-56 more than 29,000 new Aus- 
tralians became naturalised citizens, 


which was a record number, and com- 
pared with the much smaller figure of 
about 5,500 in the previous year. The 
latest year saw over 5,000 children 
under sixteen naturalised, and the main 
nationalities represented in the total 
were Poles (4,460), Hungarians 
(2,448), Czechs (2,119), Yugoslays 
(1,977), Latvians (1,380) and many 
others. It is even more encouraging to 
learn that officials estimate that appli- 
cations for naturalisation are now 
being received at the rate of at least 
50,000 a year. However, this large 
number is only a part of. the number of 
new Australians who have arrived 
since the war, and large numbers are 
apparently not interested in becoming 
naturalised or are slow to take the 
necessary steps. Perhaps more should 
be done to encourage naturalisation, 
for it is at least a gesture of acceptance 
of Australia, its people and its ways. 
Probably the most help which can be 
given to new Australians in becoming 
familiar with our ways of life, and 
fully assimilated, is unofficial. It is 
achieved by old Australians extending 
personal friendship, accepting new 
citizens into their homes, and showing 
full co-operation with new Australians 
in the various social and business acti- 
vities of the country. 





RECENT LEGAL DECISIONS 


Hire-purchase contracts 


Where goods are “sold” on hire-pur- 
chase terms, the question often arises 
as to whether any terms are implied 
to require the owner to deliver goods 
which shall be reasonably fit for the 
purpose for which they are hired and 
the like, and, if so, whether such an 
implied term can be overridden by an 
express clause to ‘that effect in the con- 
tract. These matters are referred to 
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in Karsales (Harrow), Ltd. v. Walks. 
[1956] 2 All E.R. 866, a decision of 
the Court of Appeal. 


The iacts were these. S sought to 
sell W a secondhand Buick car, which, 
on inspection by W, was found to be 
in excellent condition, for £600, W 
said he would buy it through a hire 
purchase finance company if S could 
make the necessary arrangements. 
Through Karsales (the plaintiff in this 
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gtion) S made arrangements with a 
fnance company, which let the car on 
hire-purchase terms to W accordingly. 
All the forms were signed, and a copy 
of the agreement delivered to W, before 
the car was delivered. 

W then made contact with S regard- 
ing delivery; about a week later the 
car (if at that stage it could be so des- 
cribed) was left, late at night, outside 
W's garage. When he examined it the 
next day, W found that it had the same 
body, engine and registration numbers 
as the car he had inspected previously, 
but that was about all. It had been 
badly damaged, and had seemingly been 
towed to his garage. Old tyres had 
been substituted for new; the wireless 
had been removed; the engine was in 
bad condition—and, crowning blow, it 
would not go. Naturally, W rejected it. 


The finance company having mean- 
time assigned its rights to Karsales 


(the intermediary), Karsales sued for 
arrears of instalments under the hire 
purchase agreement. W’s defence was 
that the condition of the car at the time 
of delivery was such as to constitute 


afundamental breach of contract. The 
plaintiff contended that a Buick car of 
the registration number specified in 
the agreement had been delivered, and 
that a clause in the agreement—“No 
condition or warranty that the vehicle 
is roadworthy or as to its age, condi- 
tion or fitness for any purpose is given 
by the owner or implied herein”— 
effectively met the defendant’s objec- 
tion; that the hire purchase company 
was not in any way responsible for the 
condition of the car when delivered, 
and that despite its deplorable condi- 
tion, and its rejection by W, the instal- 
ments were recoverable. 


The Court gave judgment for the de- 
fendant hirer. What was delivered was 
not, in substance, what had been con- 
tracted for; in the circumstances (the 
hirer having previously seen and exam- 
med the car and applied for hire-pur- 
hase terms on the basis of his inspec- 
tion) there was an implied obligation to 
deliver the car to him in substantially 
the same condition as when he saw it 

The failure to do this—even 
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though the “lender” had in the interval 
bought the car without seeing it—was 
such a fundamental breach (it went 
right to the root of the contract) that 
the plaintiff was precluded from rely- 
ing on the exemption clause, This does 
not mean, of course, that all exemption 
clauses in agreements of this kind are 
ineffective for their purpose, but it does 
mean that an exempting clause cannot 
be relied on to protect a person who 
is guilty of a breach of a term which 
underlies the whole contract; a term 
which is such that if it is not complied 
with, the performance becomes some- 
thing different from that which the con- 
tract contemplated. 


Exclusion of liability to licensee 

Ashdown v. Samuel Williams & Sons 
Ltd. and Anor., [1956] 2 All E.R. 384, 
is another case dealing with the effect 
of notices excluding liability, this time 
as between the owner of land and a 
licensee. ° 

S owned land, part of which was 
occupied by W as its tenant. Access to 
the land occupied by W could only be 
obtained across land retained and occu- 
pied by S, and the lease accordingly 
granted W a right of way over a speci- 
fied route (route X) across S’s land. 
Another clause in the lease bound 8S to 
haul railway wagons between W’s pre- 
mises and a railway station as W should 
require. 

For some years employees of W, in 
order to get to W’s premises, had not 
only used route X across S’s land, but 
route Y, which was shorter (but which 
crossed the railway track over which 
the wagons were hauled). Both S and 
W were aware of this, and S had 
thoughtfully erected warning notices on 
the land, headed “Notice and Warning”, 
purporting to exclude any liability 
which might attach to it through any 
accident on the land, and stating that 
persons were only allowed on the es- 
tate at their own risk. 

A was employed by W, whose mana- 
ger, when engaging her, had shown 
her route Y and told her she could use 
it. Sometimes she used it; sometimes 
route X. She had seen one of S’s 
warning notices, but had read only the 
first few lines of it. 
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Of course, the inevitable happened. 
While using the shorter route (route 
Y) which involved crossing the railway 
line, she was struck and injured by 
railway trucks being shunted; no warn- 
ing had been given, and no look-out 
was kept. She sued S and W, alleging, 
as against S, negligence in the shunt- 
ing operations, and as against W, that 
W should, when assenting to her use 
of route Y, have warned her of its 
dangers (which were or ought to have 
been known to W); that W’s failure 
to do so amounted to a breach of duty 
to her. She also argued that W had 
failed to enforce the use by its em- 
ployees of a safe route to its premises. 


S successfully relied on the warning 
notice. The Court held that A was 
a licensee of S, and the question to be 
determined was as to the terms of the 
Jicence. Havers, J., found that insofar 
as A actually read the terms of the 
notice, she was bound by it, and that 
her failure to read the rest when she 
could have read it did not help her. 
She was, therefore, a licensee on the 
terms of the notice, and that afforded 
S a good defence to her claim. 


W was not so successful; the plaintiff 
should have been warned of the danger 
of using route Y, and W was therefore 
liable to her, although her own con- 
tributory negligence reduced _ the 
amount of damages awarded to her. 


The interesting feature of this case 
seems to be this. If X has a licence to 
pass over Y’s land, and Y erects a 
notice purporting to exclude his lia- 
bility to X for negligence, it is enough 
if X sees the notice, realises its nature 
and that it is intended to apply to him 
in his use of the land. He cannot 
avoid its effect by intentionally or neg- 
ligently failing to read the rest of the 
terms. 


Estate agent’s right to commission 


A few years ago numerous cases 
were reported, dealing with the right 


of an estate agent to recover his com. 
mission. It was emphasised that com. 
mission contracts are not subject tp 
any set of rules peculiar to them alone, 
and that each case must depend, sub. 
ject to the normal rules which govern 
contracts and questions of agency, o 
the exact terms of the contract in ques. 
tion, and the true construction of thoge 
terms. 


Another variation, however, has now 
arisen in the case of Peter Long and 
Partners v. Burns, [1956] 3 All ER 
207. The vendor entrusted her garage 
business to agents for sale, signing a 
commission note whereby she under- 
took not to consent to her business 
being sold except to a person introduced 
by the agents, and to pay the agents 
commission “upon [them] introducing 
a person ready, willing and able to 
enter into a binding contract to pur 
chase” the business. 


A purchaser signed a contract to buy 
the business, but due to an innocent 
misrepresentation by the agents’ repre 
sentative became entitled to rescind the 
contract. By agreement with the ven- 
dor, he was therefore released from his 
bargain. Nevertheless, the agents sued 
the vendor to recover commission on 
the ground that they had introduced a 
person who had entered into a binding 
contract to purchase the garage busi- 
ness. In the Court below, judgment 
had been given for the defendant (the 
vendor) and the agents appealed to the 
Court of Appeal. They contended that 
the contract signed by the purchaser 
was a binding contract until it was 
repudiated, and that the right to com- 
mission was established when the con 
tract was signed. But the vendor said, 
and the Court agreed, that in their con- 
text the words “binding contract 
meant a contract which could be et 
forced by the vendor against the pur 
chaser—and the misrepresentation 2 
this case would have prevented the vel- 
dor from enforcing the contract against 
the purchaser. So the appeal was dis 
missed. 
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The Australian Society of Accountants 
Annual Lecture in the University of 
Adelaide, delivered on 11 October, 1956. 


PURPOSE AND METHODS 


Martin L. Black, Jr. 
Duke University, U.S.A. 
Fulbright Visiting Professor, Canberra University College 


E Committee on Terminology of 
the American Institute of Accoun- 
tants, in Accounting Terminology Bulle- 
tin No. 1, quotes the following defini- 
tions of depreciation: 

(1) Webster’s New Iniernational 
Dictionary (1934) : 

(a) Depreciation: (Accounting) Decline 
in value of an asset due to such causes as 
wear and tear, action of the elements, ob- 
slescence, and inadequacy. 

(b) Depreciation charge: (Accounting) 
An annual charge to cover depreciation and 
obsolescence, “ee! in the form of a per- 
centage, fixed in advance, of the cost of the 
property depreciated. 

(2) United States Supreme Court, in 
Lindheimer v. Illinois Bell Telephone 
Company, 292 U.S. 151 (1934): 


Broadly speaking, depreciation is the loss, 
nt restored by current maintenance, which 
is due to all factors causing the ultimate 
retirement of the property. These factors 
embrace wear and tear, decay, inadequacy, 
and obsolescence. Annual depreciation is the 
loss which takes place in a year. 

(3) National Association of Railroad 
and Utilities Commissioners, Report of 
Special Committee on Depreciation, 
Depreciation Principles and Methods” 
(1938), pp. 8-10: 

... depreciation, as applied to depreciable 
utility plant, means the loss in service value 
tot restored by current maintenance, in- 
curred in connection with the consumption 
® prospective retirement of utility plant in 
the course of service from causes which are 
known to be in current operation and against 


which the amity is not protected by insur- 
e 


ace. Among the causes to be given con- 
tion are wear and tear, decay, action 
of the elements, inadequacy, obsolescence, 
ges in the art, changes in demand and 
requirements of public authority, and, in 
sme cases, the exhaustion of natural re- 


(4) United States Treasury Depart- 
ment, Bureau of Internal Revenue, 
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Regulations 103 relating to income tax 
(1940) : 

Sec. 19.23(1)-1. Depreciation: A reason- 
able allowance for the exhaustion, wear and 
tear, and obsolescence of property used in 
the trade or business may deducted from 

oss income. For convenience such an al- 
owance will usually be referred to as depre- 
ciation, excluding from the term any idea 
of a mere reduction in market value not re- 
sulting from exhaustion, wear and tear, or 
obsolescence. The proper allowance for such 
depreciation of any property used in the 
trade or business is that amount which 
should be set aside for the taxable year in 
accordance with a reasonably consistent 
plan (not necessarily at a uniform rate) 
whereby the aggregate of the amounts so 
set aside, plus the salvage value, will, at the 
end of the useful life of the property in the 
business, equal the cost or other basis of 
the property determined in accordance with 
Section 113. Due regard must also be given 
to expenditures for current upkeep. 


(5) Montgomery, Auditing Theory 
and Practice: 
(a) First Edition (1912), page 317: 


Entirely extraneous influences may cause 
fluctuations in the value of assets ... De- 
preciation, however is a decline in the value 
of the property such as may reasonably be 
cnventell” to occur as a result of wear and 
tear and gradual obsolescence. It is due to 
the possession and use of assets, and there- 
fore is a part of the cost of operation. 


(b) Sixth Edition (1940), page 477: 

To accountants fixed assets represent an 
investment in physical property, the cost of 
which, less salvage, must be charged to 
operations over the period of useful life of 
such property. Hence, fixed assets are really 
in the nature of special deferred charges of 
relatively long service life, the absorption of 
which is called by the distinctive title “de- 
preciation.” 


: (6) Paton, Essentials of Account- 
ing (1938), page 530: 

“Depreciation” has come to be used par- 
ticularly to designate the expiration of the 
cost or value of building and equipment in 
the course of business operation . . . 
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The committee then submits its defi- 
nition as follows: 

Depreciation Accounting is a system of 
accounting which aims to distribute the cost 
or other basic value of tangible capital 
assets, less salvage (if any), over the useful 
life of the unit (which may be a group of 
assets) in a systematic and rational manner. 
It is a process of allocation, not of valuation. 
Depreciation for the year is the portion of 
the total charge under such a system that is 
allocated to the year. Although the alloca- 
tion may properly take into account occur- 
ences during the year, it is not intended to 
be a measurement of the effect of all such 
occurrences. . 

Since the American Institute of Ac- 
countants issued the bulletin on Ter- 
minology, Eric Kohler in 1952 pub- 
lished his Dictionary for Accountants. 
He defines depreciation as: 

1. Lost usefulness: expired utility, the 
diminution of service yield from a fixed asset 
or fixed-asset group . . . caused by wear and 
tear from use or disuse, obsolescence, and 
inadequacy. 

2. The cost of lost usefulness. 

8. Loosely, any wasting away of cost... 
as in a slow moving inventory of styled 
goods, functional loss of value. 

4. The process of estimating and record- 
ing lost usefulness. 


Three aspects 

The definition of the committee, as 
well as the other definitions, places 
stress upon the allocation process and 
not the valuation process. A. D. Bar- 
ton states that: “Depreciation is the 
allocation of the cost of a fixed asset 
over its effective useful life.... The 
periodic charge for depreciation should 
be made in accordance with the match- 
ing process.”! Nevertheless, one can- 
not simply ignore the fact that the re- 
maining values of fixed assets appear 
on the balance sheet and fail to con- 
sider the effect of depreciation on the 
statement of financial condition. There 
immediately appear, therefore, two as- 
pects or purposes of depreciation: a 
charge to operations and an adjustment 
in asset valuation. 

Among most business executives, who 
are not technical accountants, there is 
a third aspect of depreciation which is 
very important; namely, the recovery 
of funds. This aspect of depreciation, 


1. A. D. Barton, “The Matching Concept,” 
Australian Accountant, March 1955. 
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while not always clearly understood, is 
frequently referred to as “building » 
a fund to replace the asset when it 
wears out”. Most business manage 
ments understand that in some manner 
working capital is built up in accord. 
ance with the depreciation charge. The 
accountant must then make an explana 
tion somewhat as follows: 

The purchase of a fixed asset involves 
a decrease in working capital imme 
diately, unless the purchase is financed 
by means of long term debts whic 
would defer the decrease in working 
capital. Depreciation, together with 
other expenses, is charged against i- 
come and assumed to be covered in the 
selling price. When a sale is made, 
therefore, the price received includes 
sufficient funds to meet current expendi- 
tures for the expense charges plus an 
amount equal to the depreciation 
charge, which is not expended during 
the period. As long as a company 
“breaks-even”, there is such an accu 
mulation of funds. Since the entry for 
the purchase of the asset is a debit to 
fixed assets and a credit to working 
capital, then by means of sales, profit 
and loss, and other accounts, there is 
a reverse entry which results in a debit 
to working capital and a credit to re 
serve (allowance) for depreciation. 


Price-level changes 


For some time there has been agita- 
tion to give more consideration to the 
fund principle of depreciation. This 
has generally taken the form of argu- 
ments that, because of rising price 
levels and inflation, the depreciation 
charge should be based on replacement 
cost. Many economists advocate de 
preciation on replacement value i 
stating that all costs, of whatever 
nature, should be charged against in- 
come. They further imply that, due 
to rising price levels, any fixed asset 
has lost value in excess of that loss 
which is measurable by depreciation 
based on cost, and that this excess loss 
should be charged against operations. 
This depreciation charge would have to 
be determined by means of index num- 
bers for the measuring of price changes 
since the purchase of the fixed asset. 
The continually rising price level since 
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1940, when considered in connexion 
with increased income tax rates, has 
been responsible for the widespread 
support among many business leaders 
for some system of depreciation that 
would provide funds for full replace- 
ment by basing the charge to operations 
on replacement cost. 


During the years 1946 and 1947 a 
number of companies were attempting 
to approach this problem of higher cost 
of fixed assets in several different ways. 
The Crane Company in its 1946 annual 
report pointed out that the company 
had appropriated $500,000 out of 1946 
arnings toward the excess of antici- 
pated replacement cost over the original 
est of its older machinery. The U.S. 
Steel Corporation in its second quarter 
of 1947 increased the depreciation 
charge by $6.7 million over the depre- 
ation that would have been charged 
based upon the original cost of its 
quipment. Each of these companies 
inluded the charge in its operating 
statement and was guessing that, at 
the time replacement became necessary, 


the price level would exceed the price 
level at the date of the original pur- 
thase of the equipment. These charges 
had no other purpose than the building 
up of funds, or retention of working 
capital, with the view of the ultimate 
purchase of new assets. 


The duPont Company took a different 
approach and apparently their execu- 
tives were predicting a falling price 
level in the future. Beginning in 
January, 1947, this company was set- 
ting up, out of earnings, a reserve for 
excessive construction costs in the year 
incurred. Their report pointed out 
that the company set aside over $5 mil- 
lion out of earnings for the first quar- 
ter of 1947. 


Libby-Owens-Ford Glass Company 
plainly stated in their second quarter 
1947 report that they did not know 
what was likely to happen to the price 
kvel. The report mentioned that if 
this high level of construction costs 
should continue, then their normal de- 
Meciation allowance for replacements 
would be inadequate. On the other hand 
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if future construction costs should be 
lower, then the fixed assets would be 
over-valued. Therefore against opera- 
tions, a charge of $1 million was made 
with an offsetting credit to a reserve 
for revaluation. 


The American Institute of Accoun- 
tants realised that some base had to be 
established and in December, 1947, Re- 
search Bulletin No. 33 was issued. This 
bulletin stated that “It is believed that 
accounting and financial reporting for 
general use will best serve their pur- 
poses by adhering to the generally ac- 
cepted concept of depreciation on cost 
...’ On 14 October 1948 the Com- 
mittee on Accounting Procedure re- 
affirmed this opinion. 


Mr. John B. Inglis, a partner of 
Price Waterhouse & Co., stated in 1949 
at a meeting of the Controllers Insti- 
tute: “Original cost will, in my opinion, 
continue to be the basis of accounta- 
bility for federal income tax purposes 
until a much greater degree of inflation 
occurs. In my opinion inflation has 
not reached the point in this country 
where it should be necessary to restate 
property bases on current price levels.” 


Mr. David Walker in discussing the 
Royal Commission’s report on the pre- 
sent system of taxation of profits states 
that: 


In its report the Royal Commission .. . 
states quite plainly that it is in favour of 
maintaining the present system of basing 
depreciation allowance upon the original cost 
of capital assets. The Commission states: 
“We have taken it as our general premise 
that there will not be any marked decrease 
or increase in the purchasing power of money 
in the United Kingdom.” ... The Royal 
Commission seems to believe that even though 
replacement cost might be right in principle, 
it is wrong in practice to depart from ori- 
ginal cost.’ 


The American Accounting Associa- 
tion in its 1948 Statement on Account- 
ing Concepts and Standards Underlying 
Corporate Financial Statements op- 
posed departure from historical costs 
in the following statement: 

Readers of financial statements may be 


aided in their interpretations by considering 
the effect of fluctuations in the purchasing 





2. David Walker, “The Royal Commission 
and Depreciation Allowances,” Account- 
ing Research, October 1955. 
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power of money. A marked permanent 
change in price levels might impair the use- 
fulness of statements reporting asset costs; 
however, price changes during recent years 
do not afford sufficient justification for a de- 
parture from cost. 


The 1951 Committee on Concepts 
and Standards Underlying Corporate 
Financial Statements quoted the above 
and continued: 


In periodic reports to stockholders, the pri- 
mary financial statements, prepared by 
management and verified by an independent 
accountant, should, at the present stage of 
accounting development, continue to reflect 
historical dollar costs ... 

Conventional accounting practices, which 
include adherence to historical dollar costs 
in financial reporting, have evolved over a 
long period. The usefulness for certain pur- 
poses of data so derived is well established. 
A complete and abrupt shift to an alterna- 
tive basis at the present time is believed to 
be both inappropriate and impractical for 
several reasons: : 

(1) A vast body of common and statutory 
law and legal precedent, innumerable con- 
tractual and business relationships . .. are 
founded on existing accounting practices. 

(2) Although the upward movement of 
prices has occasioned an increasing general 
awareness of the instability of the dollar 
as a unit of value measure, there is no clear 
indication that businessmen . . . could now 
accept . . . any departure from historical 
cost. 

(3) There is a lack of substantial agree- 
ment as to methods by which purchasing 
power adjustments may be accomplished. 

Mr. Louis Goldberg in his article on 
“Depreciation in Published Company 
Reports” which appeared in the July 
1955 issue of Accounting Research, 
quotes from various companies’ annual 
reports on several aspects of deprecia- 
tion. I have selected a few of these 
quotations which tend to show that 
Australian companies were taking more 
or less the same approach on the sub- 
ject of adequacy of depreciation and 
replacement values that had been taken 
by certain American companies. 

Directors during the year considered the 
condition of the Company’s plant ... The 
balance of the former reserve for deprecia- 
tion and replacement of assets has been 
transferred to a new account styled “Assets 
Replacement Reserve.” 

The appropriation account included a sum 
of £1,000—‘additional depreciation of plant 
and machinery’—in addition to the amount 
debited in the profit and loss account ... 
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To provide inst the resent-day 
costs df soln er of = By pe 
for which normal rates of annual deprecis. 
tion . . . are quite inadequate, your directoy 
deemed it prudent to aqpetoete an addi- 
tional £100,000 from profit and loss account, 

The result of the trading for the year 
shows a net profit .. . after providing... 
for depreciation plus £15,000 towards meet- 
ing the increase in contemplated replacement 
costs. 

A number of companies were ap 
parently giving serious consideration to 
some method of depreciation which 
would cover replacement costs. I d 
not know whether the trend towards 
replacement cost depreciation has con 
tinued in Australia, but in my opinion 
the emphasis on replacement cost in 
America was only stopped by the em 
phatic statement of the American Insti- 
tute of Accountants in Research Bulle 
tin No. 33. 


It should also be remembered that to 
base depreciation on replacement cost 
is to charge to present customers the 
fixed assets which will be used in pro 
duction of goods for future customers. 


Most accountants agree that if gross 
discrepancies exist between cost and 
current values of production facilities, 
it is entirely proper for management 
to make annual appropriations of re 
tained earnings (surplus) in contem- 
plation of replacement of such facili- 
ties at higher price levels. 


Professor P. D. Woodward in an ar- 
ticle in the January 1956 Accounting 
Review, makes the observation that the 
funding principle of depreciation was 
advocated during World War I and 4 
[U.S.] Treasury Decision No. 2137 is 
sued in 1920, stated that funds accumu- 
lated through the depreciation provi- 
sions could not be used for any purpose 
except making good the loss sustained 
through depreciation and that the “in- 
vestment of depreciation reserve funds 
in the concern’s own plant in the way 
of additions and extensions would ap 
pear to be such diversion”. This idea 
has long since passed from general at 
ceptance. 


Absorption of cost 

The purpose of depreciation, how- 
ever, which assumes primary impo 
ance is the absorption of the asset 
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into operations. In a number of early 
cases, prior to 1909, the United States 
Courts did not accept depreciation as 
an allowable charge, although business 
leaders were sure of the necessity of 
providing depreciation long before that 
time. In 1909 and again in 1913 the 
Supreme Court ruled that depreciation 
must be taken into consideration when 
computing operating cost. The Court 
in 1913 stated in Minnesota Rate 
Cases (230 U.S. 325) that “It is also 
to be noted that the depreciation in 
question is not that which has been 
overcome by repairs and replacements, 
but is the actual existing depreciation 
in the plant as compared with the new 
one.” 

All depreciation methods result in 
some absorption of cost into operations. 
The important basis upon which a de- 
cision should be made between the 
various methods is the determination 
of the more nearly correct figure to be 
wed in the charge to operations. The 
periodic charge should be determined 
with the intention of matching costs 
against income. In attempting to match 
cost and income two factors must be 
considered: i.e. whether the charge to 
operations should be equalised for the 
cost of the asset or for the cost of using 
the asset. The latter includes a com- 
bination of depreciation and mainten- 
ance. 


Straight-line method 

The straight-line method of depre- 
ation developed in the United States 
with governmental approval by the is- 
sue of regulations by the Bureau of 
Internal Revenue. The first of these 
regulations was Bulletin F, published 
in 1920. Treasury Decision No, 4422, 
published in 1934, stated that allowable 
depreciation should be based on esti- 
mated service life, and the Bureau pro- 
teeded to make studies in order to deter- 
mine allowable periods of time to be 
= for the depreciation of various as- 


The straight-line method has the ad- 
vantage of equalising the annual charge 


for depreciation. Each year absorbs 
the same amount of depreciation and 
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therefore matches against income an 
equal amount per annum. This method 
ignores the extent of use, or non-use, 
of the asset in any given accounting 
period. The method is essentially an 
averaging method, although it does have 
simplicity as a recommendation. If 
some estimate of life can be made—a 
short period from the taxpayer’s view- 
point, a long period from the tax col- 
lector’s viewpoint—then by means of 
a simple process of division the amount 
of annual depreciation can be deter- 
mined. 


Paton, in an earlier edition® of his 
works, mentions that “The principal 
theoretical objection to the straight-line 
method is found in the tendency to- 
ward an increasing rate of return on 
remaining investment that results from 
its use.” If it can be assumed that a 
uniform amount of revenue would be 
earned each year, then the rate of re- 
turn would increase as the value of the 
asset declined. Of course, it is realised 
that an assumption of stable revenues 
and stable operating costs is unrealistic. 


A much more important concept of 
depreciation is illustrated in attempts 
that are being made to equalise the cost 
of using the asset. This equalisation 
can be brought about by basing depre- 
ciation on production and, while this 
would not equalise the total cost of 
using the asset, it does charge depre- 
ciation based on use. The better sys- 
tem of matching costs against income 
would be by some method that gives 
effect to the cost of repairs and main- 
tenance as well as depreciation. This 
may involve very rough approximations 
but could be made effective by some 
method which charges larger deprecia- 
tion in the earlier years when repairs 
and maintenance are assumed to be low. 


The production method of calculating 
depreciation recognises the fact that 
many fixed assets depreciate more 
rapidly in full or overtime use than in 
part-time ‘use. It can also be assumed 
that the years of full utilisation of as- 
sets receive more benefit (income) from 
the assets than do years of partial use. 


8. Paton, Advanced Accounting, 1941, Mac- 
millan Company. 
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Several methods of depreciation have 
been advocated for providing deprecia- 
tion on a production basis. The work- 
ing-hours method has been discussed in 
many texts and could be an effective 
method of cost accounting. 


A similar method is one which at- 
tempts to estimate the life of the asset 
in units of product or service, and ap- 
plies depreciation at a rate per unit. 
Where such service units can be satis- 
factorily estimated, this method closely 
matches the cost of the asset with pro- 
duction income. 


Either of the above two methods, 
based on production, would equalise the 
cost of using the asset. Neither method 
provides for the equalisation of the cost 
of repairs and maintenance. If it were 
possible to estimate the cost of repairs 
and maintenance and relate that cost 
to production, a uniform charge per 
unit of production could be made. Since 
such a charge is not acceptable for in- 
come tax purposes, the method is not 
being followed except in a few special- 
ised situations. 


Other methods 


With the inflation of the dollar which 
took place after 1940 and to a large 
extent during the period 1946 to 1952, 
which coincided with a period of high 
income tax rates, the straight-line 
method of depreciation came under 
heavy criticism by management of 
many American companies who felt 
that charges to income in those years 
were inadequate. Although the Trea- 
sury Department continued to follow 
the 1934 decision, pressure increased 
for the Congress to liberalise deprecia- 
tion deductions. Finally the Revenue 
Act of 1954 was passed which allowed 
the calculation of depreciation at a 
higher rate in the earlier years of use 
than in later years. 


Although the arguments for the ap- 
proval of additional depreciation in 
earlier years were probably advanced 
because of tax considerations, basically 
the charges, to a larger or smaller de- 
gree, attempted to equalise the cost of 
using the assets. The allowance of 
this higher amount of depreciation in 
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the earlier years allowed for a higher 
amount of repairs and maintenance jp 
later years. It is also possible that in 
the case of machinery and similar assets 
the equalisation came about because of 
higher efficiency in earlier years. Ip 
view of the importance of this change 
in depreciation thinking, the major 
portion of the remainder of this paper 
will be devoted to a discussion of de 
clining depreciation methods and ob 
jectives. 


Two methods for computing “fast” 
depreciation are generally discussed: 
the sum-of-the-years-digits method and 
the declining balance method. The de 
clining balance method has been used 
to a large extent in the past, particv- 
larly in England, and there has been 
little confusion about how to apply it. 
The calculation of an approximately 
correct rate is not so generally under- 
stood. The sum-of-the-years-digits 
method has not been widely used, al 
though both methods have been defined 
and illustrated in many accounting 


texts. Other methods might be de 
veloped to give these results of accele 
rated depreciation in earlier years, but 


they have not been widely discussed. 


If a manufacturing enterprise has a 
cost accounting system, depreciation, as 
an indirect expense, is probably charged 
first to an operating department and 
subsequently charged into the unit cost 
of the product. This does not imply 
that depreciation is being charged by 
means of the “production” method. On 
the other hand if the enterprise is ope 
rating a direct-costing system, depre- 
ciation will be charged to profit and 
loss as a period cost. In charging de 
preciation to product cost, although in- 
directly, efforts are made to collet 
costs as accurately as possible and in 
any case accountants are attempting to 
match costs with income. 


Willard Graham, former President of 
the American Accounting Association, 
in an address at Ohio State University, 
stated that: 


It is quite generally recognized that de 
preciation is not a method of evaluation of 
property, but a method of allocating 
cost of property to operating periods, then 
to divisions and departments, and finally © 


The Australian Accountant, November, 1956. 
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ong The most logical and reasonable 
is for allocating this cost would seem to 
be in relation to the net value of the service 
rendered by the prope in the various 
gusting periods. This leads to the con- 

ion that depreciation should be on some 
declining-amount basis... 

Professor Graham was stating the 
same basic principle that costs should 
follow benefits. 


Reducing balance 

The reducing balance method of de- 
preciation which is characterised by a 
fixed percentage rate on a reducing 
balance of the fixed asset value has 
been objected to because of difficulty 
of computation and inability to depre- 
ciate the asset completely. Finney in 
his Principles of Accounting—Inter- 
mediate presents the following formula: 


r=1—vV/S+C 
r= Rate of depreciation per period. 
n= Estimated life. 
§ = Scrap or residual value. 
C = Cost. 

With the above formula, the calcula- 
tion can be made by means of loga- 
rithms and does not appear too compli- 
cated. The objection that this method 
tan never result in charging off the 
total outlay of the asset against revenue 
is not justified. The amount left would 
be too small to be material. In the 
United States this method could have 
been criticised if the former tax provi- 
tions were being followed. In some 
situations the Treasury Department had 
approved this method but with a limita- 
tion of 150 per cent. of the straight-line 
method. Unless the fixed asset had a 
very high trade-in or resale value this 
limitation could have left unabsorbed 
asset value. The 1954 Revenue Act 
has a limitation of 200 per cent. of the 
tate which would be allowable under 
the straight-line method which, of 
course, more nearly approaches the cor- 
tect mathematical rate. 


Sum-of-the-years-digits 

Briefly the sum-of-the-years-digits 

method totals the number of periods 

id uses the larger fraction for the 
period and thereafter the next 
r. For example if an asset is 
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assumed to have a useful life of five 
periods, the calculations would be as 
follows: 

Period Fraction Percentage 

5/15 

4/15 

3/15 

2/15 

1/15 


15 15/15 


Since the depreciation percentage is 
applied against cost, the depreciation 
declines in each period by a uniform 
amount. 

It is highly improbable either that 
efficiency will decrease by a uniform 
amount each year or that maintenance 
will increase by such an amount. If 
an asset is to be charged to production 
on a basis of efficiency of production, 
or if the cost of using the assets is 
to be equalised as a part of production 
cost, the writer believes that some 
method of diminishing charge would 
result in a closer approximation of 
these purposes of depreciation than 
would the straight line method. Pro- 
fessor Graham, in the address pre- 
viously referred to, stated: 

... If a facility cost ought to be allocated 
to successive time periods, and to production, 
in proportion to the net value of the service 
rendered in successive periods, and if there 
is substantial evidence that the net value of 
services received does decline substantially 
over time, it follows that a continuation of 
the straight-line method of depreciation re- 
sults in substantial errors in cost allocation. 
The net value of service rendered would 
cover an estimated substantial increase 
in the cost of repairs and maintenance. 


Arguments for declining depreciation 

A number of reasons have been ad- 
vanced for the use and justification of 
some type of declining method of depre- 
ciation, many of which were used as 
arguments in securing passage of the 
income tax law. Among these are the 
following:. 

(a) In a period of inflation, declining 
depreciation serves to recover the as- 
sumed excess price, to a large extent, 
quickly while all prices remain high 
and the product can afford the extra 
cost. If and when the general price 
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level falls, there will be less deprecia- 
tion to be borne by the product and a 
given company may be in a better com- 
petitive position. 

(b) In a period of inflation, even 
if prices should continue to rise, de- 
clining depreciation allows a recovery 
faster and helps prevent further losses 
in real value due to the decline of the 
dollar (pound). 

(c) An industry will probably tend 
to operate with more efficient equip- 
ment since, under a declining deprecia- 
tion method, undepreciated balances will 
be smaller than under a straight-line 
method, and with less investment in 
the asset it will be replaced earlier. A 
business executive tends to ask: ““When 
will I get my money out of the asset?” 
When the money is recovered from the 
asset, there is less hesitation to replace. 

(d) As mentioned previously, main- 
tenance and repairs tend to increase 
each year, although at no uniform rate, 
and hence declining depreciation tends 
to equalise the cost. 

(e) New assets are expected (al- 


though there are exceptions) to operate 
more efficiently and with larger produc- 


tion than at later periods. Therefore 
with more efficient production, opera- 
tions can absorb larger depreciation 
charges. 

(f) Production cannot be expected to 
be uniform over the life of the assets— 
which is the basic assumption under 
the straight-line method. 

(g) A gradual obsolescence in many 
assets which would tend to increase 
costs can be expected and this would 
be offset by reduced depreciation being 
charged to cost. 

It must be admitted that one impor- 
tant reason for using declining depre- 
ciation is based upon income taxes. If 
it is assumed that income tax rates 
may decline in the future, then the use 
of declining depreciation under the 
present high tax rate will result in a 
net saving of taxes as compared with 
the straight-line method. Obviously 
the amount of the direct savings will 
be the amount by which income taxes 
are reduced in the future; the indirect 
savings will be larger because of the 
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use in the business of non-interest-cost 
tax funds. Even if no decline in the 
tax rate can be expected, the savings 
by means of reducing depreciation will 
at least amount to interest on the re 
duced tax payments in the earlier years. 
For tax purposes, an official of a busi- 
ness or his accountant would have to 
attempt to forecast the tax rate trend 
as well as the profit trend of the busi- 
ness. Assuming that profits before 
taxes would be equal, then a decision 
to use declining depreciation would re 
quire an estimate of the interest saving 
on “tax” funds as compared with a 
forecast of the tax rate increase, | 
think that the majority of business 
managers would tend to be conservative 
and “expect” profits to be less in the 
future and also would probably tend to 
expect the tax rate in the future to de 
cline. It is also possible that the 
average company would prefer to save 
as much tax as possible immediately and 
not worry about the future. 

There can be no other justification 
for the use of declining depreciation, 
except a tax saving, in the following 
situation which Mr. Albert H. Cohen, 
Director of Taxation of the American 
Institute of Accountants, related in an 
address before the members of the 
American Accounting Association. A 
company operating a business for the 
renting of automobiles to the public had 
adopted a four year life for deprecia- 
tion purposes. The company’s practice 
was to purchase its automobiles on a 
fleet basis and to sell the cars after 
one year to used car dealers. The spread 
between the two prices was small and 
was covered by the straight-line method 
of depreciation. The company adopted 
the sum-of-the-years-digits _ method 
which provided 40 per cent. deprecia- 
tion in the first year. The company was 
then in position to show large capital 
gains, at a smaller tax rate. Thus, re 
ducing depreciation for this company 
was not a method of matching total cost 
of using the asset against income, but 
simply to reduce income taxes. 


Estimating asset life 
The depreciation, which would be 


justified in various years, should be at 
amount which reflects most accurately 
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the portion of cost properly chargeable 
to future years and the amount most 
accurately chargeable against current 
year’s income as a part of the matching 

ess. Mr. Frank W. Jackson‘ sug- 
gests that the following are among the 
factors to be considered in life esti- 
mates : 

Life studies by industries showing the nor- 
mal life expectancy for the principal classes 
of assets under normal accounting prac- 

The changing characteristics and speed of 
operation of the equipment units, and the 
average operations over a life cycle... 

The expected future usage and operating 
requirements of each machine unit or group 
of units should be studied ... 


Mortality studies can be made based upon 
the yearly dollar investment in assets and 
the dollar additions and retirements as re- 
corded in at least one life cycle .. . 


Selecting depreciation method 


The selection and application of a 
proper declining depreciation method 
ismore difficult than the application of 
astraight-line method, but the difficulty 
should not discourage an attempt to 
arrive at a depreciation rate to provide 
all of the advantages claimed for such a 
method. 


The purpose of product cost account- 
ing is to provide a figure showing, as 
accurately as possible, the cost of pro- 
ducing the product in the manufactur- 
ing activity. Depreciation is an indirect 
cost and any method of charging de- 
preciation on a product basis is gener- 
ally considered akin to guesswork. An 
exception might be in the case of the 
production method of depreciation, 
where scientific production figures have 
been determined for depreciable assets 
and a unit production cost figure for 
such depreciation is being used. Under 
such a method depreciation becomes, in 
effect, a direct cost.5 Maintenance and 
tepairs are clearly indirect costs of pro- 


4 Frank W. Jackson, “Plant Records and 
Procedures,” Industrial Accountant’s 
Handbook, Prentice-Hall, 1954. 

i. This is under the assumption that a direct 
cost is one that an accountant can charge 
to a product “directly.” A direct cost is 
not necessarily determined by the nature 
of the item. 
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ducts and cannot be accurately allocated 
to unit product cost by any ordinary 
method of allocation. The majority of 
cost systems make no attempt to charge 
the indirect cost of depreciation and 
maintenance to products on a product 
basis, but use a rate of absorption for 
all “overhead”. The effect of the use 
of different methods of depreciation 
would not be apparent, but would be 
buried in the overall absorption figure 
or rate. 


The purpose of process cost account- 
ing is to accumulate the costs of operat- 
ing a process (a cost-centre or a de- 
partment). The majority of standard 
cost systems are operated on the pro- 
cess cost basis. The standard cost for 
the work performed by the cost-centre 
is determined by time studies, analysis 
of past costs, budgeting, etc. Actual 
costs are accumulated by cost-centres 
exactly as the standards are prepared, 
and hence comparisons betwen actual 
and standards are possible. It is an 
axiom of standard costs that costs 
should be accumulated in accordance 
with managerial responsibility, and 
therefore the difference between actual 
and standard is chargeable to an execu- 
tive or sub-executive. In the industry 
using historical process costs, the only 
comparisons possible are between pre- 
vious costs and current costs or between 
a budget and current costs. 


Differences in individual cost figures 
are apparent in process cost accounting 
and while the straight-line method of 
depreciation would show no total vari- 
ance betwen periods, or between actual 
and standard, production efficiencies 
would account for a different unit cost 
for this expense. On the other hand 
an increase in repairs and maintenance 
would show as an absolute figure. If 
some declining method of depreciation 
could be determined, then the sub-execu- 
tive might be held responsible for an 
increase in the cost of using assets. If 
in the future the manufacturing equip- 
ment loses some if its efficiency, under 
a declining depreciation method less de- 
preciation will be charged in those later 
periods, and average unit costs for a 
cost centre may be more nearly uniform 
for using the asset. Admittedly no de- 
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preciation calculation is perfect, but 
using a declining method could be justi- 
fied as the “less of two evils”. 


Tax anomalies 


An unfortunate situation exists in 
the United States due to the passage 
of the 1954 income tax law. The Act 
provided that declining depreciation, if 
used for tax purposes, would be applic- 
able only to assets acquired after 1 
January 1954. Assets acquired prior 
to that date would continue to be depre- 
ciated at the original rate. Since many 
businesses hesitate to use different 
figures for book costs than are used for 
income tax costs, and since many such 
firms desired to use declining deprecia- 
tion for any possible tax savings, the 
inevitable result is a combination of 
depreciation rates. Post-1953 assets on 
the sum-of-the-years-digits method and 
pre-1954 assets on the straight-line 
method would only partially provide 
the advantages previously presented for 
the declining method of depreciation. I 
suppose that it might be argued that a 


step in that direction is better than 
nothing, but it is difficult to reconcile 
a combination of two methods of depre- 
ciation for like assets as being an in- 
telligent attempt to match cost and in- 


come. It is too much of a compromise 
with tax convenience. The only remedy 
for this unfortunate situation will be 
the ultimate full depreciation of pre- 
1954 assets. 


The effect of the combination of two 
methods on cost will make detailed cost 
figures—departmental, process, or pro- 
duct—less useful for managerial and 
financial statement purposes because 
such a combination of two systems of 
calculation for the same type of charge 
can be only illogical. Old facilities will 
be carrying the same depreciation as 
newer facilities, acquired prior to 1954, 
and post-1953 facilities will, for the 
next few years, be carrying larger de- 
preciation than either of the other two 
classifications. Those assets purchased 
immediately prior to 1954 will, on the 
assumption that maintenance has not 
yet become large, have a cost advantage 
over the older equipment with large 
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maintenance and less efficiency and algo 
over the newer equipment carrying de. 
clining depreciation. The differences 
will result in a different matching of 
cost against income. 

Some authorities have suggested that 
if declining depreciation is adopted, then 
depreciation should be on the group 
basis rather than the unit basis. Under 
the group basis the longer lasting assets 
would continue to be depreciated to al- 
low for those assets which did not last 
the average period of time. Under the 
unit method, operations would he 
charged with larger earlier depreciation 
as well as any loss that occurred due 
to inability of the asset to last the esti- 
mated time period. if it can be as 
sumed that the assets are “traded” for 
new ones and that the income tax provi- 
sions are followed on the books, then 
either method would give approximately 
the same result.® 


Tax requirements in Australia 


L. Goldberg states’ that for Austra- 
lian income tax purposes, “Either the 
straight line or the reducing balance 
method may be used but the taxpayer 
has to indicate positively his preference 
for the former—otherwise the reducing 
balance method will be applied auto 
matically by the Deparement. Even 
though the rate be the same in the two 
cases, after the first year, as we all 
know, the disparity between the results 
of the two methods can become very 
marked.” 

The type of reducing balance method 
where the rate of depreciation is not 
more than the rate used under the 
straight-line method would not provide 
the advantages which have been dis 
cussed for the declining depreciation 
method in this paper. As Mr. Goldberg 
states, after the first year the straight 
line method would give higher depre 
ciation in the earlier as well as in later 


————— 





6. Under the United States income tax pre 
visions, a profit or loss is not reco 
on assets traded or exchanged for new 
ones. Any remaining book value of the 
old items is applied as an adjustment i 
the asset cost of the new item. 

7. L. Goldberg, “Depreciation in Published 
Company Reports,” Accounting Research, 
July 1955. 
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. This type of declining balance 
method, based on the straight line rate, 
would have little to recommend it un- 
less there was a specialised asset where 
efficiency is expected to increase with 
the age of the asset. Mr. Goldberg in 
the same article mentioned: “Thus the 
introduction of differential rates of de- 
preciation could have, because of human 
perversity and shortsightedness, an 
effect the opposite of that intended; 
that is, it might promote the encourage- 
ment of the reducing balance method 
at the expense of the straight line 
method.” I have been arguing that the 
reducing amount method of deprecia- 
tion is usually advantageous, and that 
human wisdom might lead to its adop- 
tion rather than “human perversity”. 

The Report on Depreciation by the 
Commonwealth Committee on Taxation, 
presented 7 June 1955, recommended: 

(d) That consideration be given to the 
desirability of fixing separate rates of de- 
preciation for the prime cost method and the 
dminishing value method. 


(e) That taxpayers be granted an option 
of changing from the prime cost method to 
the diminishing value method if separate 
= i= depreciation are fixed for the two 

s. 


The primary reason stated for the sug- 
gestion to allow the use of separate 
rates was “that the present rates are 
in harmony with the effective life of 
plant, etc., estimated by the Commis- 
sioner only if the prime cost method 
is adopted.” 

In the Report of the Commonwealth 
Committee on Rates of Depreciation, 
presented 7 June 1955, a stronger case 
is made for a change in the rate used 
for the diminishing value method, al- 
though the committee did not recom- 
mend a full rate but “That the rates 
of depreciation for the diminishing 
value method be increased by 50 per 
tnt., such increase to apply to existing 
plant as well as future purchases.” As 
ireviously mentioned in this paper, the 
United States had allowed a diminishing 
value method of 150 per cent. of 
Straight line method for some time, 
mder certain circumstances, but that 
tte was considered inadequate. The 
mmittee took cognisance of the idea 
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of obsolescence and early replacement 
as factors justifying heavier deprecia- 
tion in the earlier years, but did not 
consider the “equalisation of cost’ fac- 
tor. In discussing a change in the rate 
of declining depreciation, the Com- 
mittee noted: 

To some extent we have found this prob- 
lem inseparable from that of obsolescence 
hy The aspect of obsolescence we feel is 
relevant here concerns the point of time 
when plant may be expected to be replaced, 
and our observations in this regard assume 
that a normal re-sale value would be realised 
at that point... 

Before the advent of obsolescence as a 
substantial factor in depreciation considera- 
tions, plant was generally used for its full 
effective life. Now, however, the obsolescence 
factor frequently calls for replacement of 

lant by improved units at an earlier stage. 

t is desirable, therefore, that both the prime 
cost and diminishing value methods should 
| pe as nearly as possible the same resi- 

ual value at that stage... 

In our opinion, the increased diminishing 
value rates should be available in regard to 
existing plant as well as future purchases. 

The committee, in the last sentence 
above, recommended a provision which 
was not included in the United States 
Revenue Act of 1954. As was stated 
in an earlier section, this difference, as 
provided in that Act for post-1953 asset 
depreciation as contrasted with assets 
purchased prior to January 1954, has 
an unfortunate result on the cost ac- 
counting figures. 


Conclusion 

The writer believes that, based on all 
the above, from the viewpoint of the 
operating statement a method of de- 
clining depreciation, estimated as ac- 
curately as possible, will give a fairer 
picture of operations than any other 
method. 

This paper would not be complete 
without some reference to the function 
of depreciation involved in the adjust- 
ment of asset values. It has long been 
assumed that the fixed asset section of 
the balance sheet is designed to provide 
“going-concern” values and not market 
or resale values. Automatic adjust- 
ment of asset values is inherent in any 
method of depreciation, although this 
purpose is not assumed to be of primary 
importance. Under the concept of 
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going-concern valuation, the valuation 
is generally related to years of life. 
The only method of depreciation 
which could be used to convert to re- 
sale value for fixed assets would be some 
form of appraisal depreciation. This 
method has been used for some time 
in the case of certain assets (e.g. small 
tools), but has not been adopted for 
other assets. A periodic appraisal of 
the entire plant for the purpose of de- 
termining the depreciation charge would 


diately thereafter the same problem of 
current valuation would exist since the 
appraisal would provide current values 
at only one date. 


Accountants generally agree that the 
emphasis, in determining the method 
of depreciation to be adopted, be placed 
upon the measurement of the charge 
to operations. The executive of any 
company, therefore, should seriously 
consider the different methods and 
adopt that one which appears to pro- 
vide a correct charge against income. 


Although they should not be allowed to 
do so, it must be admitted that income 
tax provisions will have an effect upon 
the ultimate choice of a method. 


be too expensive. In periods of rising 
price levels, there have been cases of 
appraisals with the increased valuation 
being recorded on the records. Imme- 
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APPOINTMENT OF EXAMINERS 


Applications were invited for positions of Chief 
and Assistant Examiners in all papers of the 
Society’s examinations, by notice appearing at page 
363 of the September 1956 issue of this journal. 
It was stated there that applications would close 
on 31 October 1956, but it has now been decided 
that applications will be accepted if lodged not later 
that 30 November next. Intending applicants 
should refer to the notice appearing in the Septem- 
ber issue for details of the vacancies. 
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The British Army 
Cost Accounting Experiment, 1919-25 


Is it wmpossible to apply commercial 
accounting methods to government 
operations? One should not accept 
too readily the conclusions that have 
been drawn from 


F. K. Wright, B.Com., F.C.A.A. 


ENRY FORD used to say that, if 

you kept a record of all your un- 
successful experiments, you would soon 
be in a position to reject every sugges- 
tion on the grounds that it—or some- 
thing very like it—had been tried before 
and failed. On his instructions, no re- 
cord of experiments was kept in his 
factory. 

It might have been a good thing for 
the development of government ac- 
counting if, following Henry Ford’s 
precept, no record had been kept of 
what is known as the British Army 
Cost Accounting Experiment 1919-25. 
This experiment is generally regarded 
as a failure, but there has been a great 
deal of misunderstanding about just 
what it was that failed, and why. 

The failure of the Army Cost Ac- 
counting Experiment has been quoted 
to prove that commercial accounting 
methods cannot be applied to govern- 
ment operations, that accrual account- 
ing for defence services is impractic- 
able or extravagantly expensive, that 
cost accounting for military expendi- 
ture yields absurd results and does not 
lead to worthwhile savings. 

None of these conclusions is justified 
by the facts of the experiment, yet 
these conclusions seem to have gained 
general acceptance and to have dis- 
couraged further experimentation, at 
least in Great Britain. The recom- 
mendations of the Crick Committee on 
the Form of Government Accounts,! 
which were on the whole adverse to 
both accrual accounting and cost ac- 
counting, seem to have been strongly 


l. Final Report of the Committee on the 
Form. of Government Accounts, Cmd. 
7969, H.M.S.O., 1950. 
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influenced by what the committee con- 
ceived to have been the results of the 
Army Cost Accounting Experiment 
carried out a quarter of a century ear- 
lier. Truly, “the evil that men do lives 
after them; the good is oft interred 
with their bones.” 

Fortunately, in the land of Henry 
Ford, the British Army Experiment 
1919-25 was either unknown or cheer- 
fully disregarded, with the result that 
accrual accounting, cost accounting, 
and “performance budgeting” are being 
successfully applied to achieve financial 
control of U.S. Navy operations,? with 
the likelihood of early extension to the 
other defence services. 


British Army administration, 1919 


To understand the significance of the 
British Army Cost Accounting Experi- 
ment, we must first look at the adminis- 
trative structure of the British Army 
in 1919. Administrative authority was 
in the hands of some fifteen Directors, 
each of whom was responsible to one 
of the four military members of the 
Army Council. These four military 
members, together with the Secretary 
of State for War, the Parliamentary 
Under-Secretary, the Finance Member, 
and the Permanent Secretary, consti- 
tuted the Army Council, the governing 
body of the Army. 

The Directors were surrounded by 
a staff of “principals” and “assistant 
principals,” as the higher grades of the 
Civil Service were called, and were sup- 
ported by a large number of officers, 


2. Commander E. W. Hurn, “The Navy’s 
Performance Budget—Another Step in 
Military Cost Control,” N.A.C.A. Bulletin, 
February 1956, p. 728. 
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retired officers, and clerks. (The prin- 
cipals were all Bachelors of Arts or 
Masters of Arts, having been recruited 
by competitive examination at the uni- 
versity degree level.) 


What was the function of all these 
Directors, principals, officers and 
clerks? Well, each Director was re- 
sponsible for a particular function, is- 
sued detailed instructions regarding the 
exercise of that function, and adminis- 
tered the cash voted annually by Par- 
liament for that function. The Director 
of Remounts, for instance, was respons- 
ible for the provision of horses and 
pack animals throughout the British 
Army. He not only provided the horses, 
but determined how many horses each 
unit could have, how they had to be 
looked after, and so on. Similarly, 
there were Directors of Movements, of 
Artillery, of Quartering, of Supplies 
and Transport, dnd so on. Each Direc- 
tor had jurisdiction over the whole 
Army for his particular function, and 
administered the cash grant for that 
function. 


Regimental commanders had com- 
paratively little say in the administra- 
tion of their units. War Office instruc- 
tions covered every procedure and every 
problem, or if they did not, one wrote 
to the War Office for additional instruc- 


tions. In fact, a great mass of corres- 
pondence was constantly being ex- 
changed between each unit and the 
fifteen directorates controlling it. 


Naturally, this system came in for 
a certain amount of criticism from time 
to time. In 1904, for instance, the 
Esher Committee* had severely criti- 
cised the “excessively complex and 
minute regulations” by which the War 
Office was “supposed to control expendi- 
ture”, and the “interminable paper cor- 
respondence which wears out the ener- 
gies of officials and unfits them for the 
discharge of their proper duties.” 

But the real challenge to the system 
came some years later, through Sir 
Charles Harris. 

3. Report of the War Office (Reconstitution) 


— Part II, Cmd. 1968, H.M.S.O., 





464 


Origins of the experiment 


Charles Harris, after winning g 
scholarship to Oxford University, had 
taken first place in the competitive 
examination for the Civil Service, and 
in 1887 had been appointed a clerk at 
the War Office. He remained at the 
War Office until his retirement thirty- 
seven years later, having reached the 
highest post open to him—Joint Secre 
taryship of the War Office. He was 
knighted in 1913. 


Harris first began to question exist- 
ing methods of army administration 
during the Boer War. His ideas for 
administrative reform took shape dur- 
ing the years of peace that followed, 
and were confirmed during World War 
I. In private discussion, he found sup- 
port for his views from the Auditor- 
General and from some prominent mem- 
bers of Parliament, including the Chair- 
man of the Public Accounts Committee. 
Partly as a result of these discussions, 
the House of Commons in 1917 ap 
pointed a Select Committee on National 
Expenditure, and to this committee 
Harris formally submitted, in October, 
1917, a memorandum which began: 
“Thirty years’ experience of the actual 
working of the present system of ex- 
ternal control of War Office expendi- 
ture, in peace and war, has convinced 
me that it fails to produce real eco 
nomy.”’4 

Briefly, what Harris proposed was 
that the commander of each army unit 
should be freed, as far as possible, from 
War Office regulations and restrictions. 
He should have authority to draw such 
stores and equipment and to incur such 
expenditure as he considered necessary 
to keep his unit efficient. Administra- 
tive control would be exercised through 
cost accounts showing the total cost in- 
curred by each unit. Unit commanders 
incurring excessive expenditure would 
be reprimanded, while those who 
achieved military efficiency with eco- 
nomy would be commended and pro- 
moted. 


4. Reports of the Select Committee on 
National Expenditure (Sub-Committee on 
the Form of Public Accounts), Appendix 
2; British Parliamentary Papers, 1918, 
Vol. iv, p. 391. 
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A similar suggestion had been put 
forward in an article entitled ‘Effi- 
ciency and Economy” which appeared 
in The Army Review for January, 1914. 
In this article Major H. A. Young, an 
artillery officer in the Indian Army, 
argued that there was a very close re- 
lationship between efficiency and eco- 
nomy : 

argument is, that no matter how 
= of equipment, food, pay, clothing, 
ete, reach a unit, the unit "should be . 
directly responsible for all expenditure which 
is incurred on its upkeep; and that unless 
it is economical it cannot be efficient. 


Charge against each unit every item of 
expense incurred by it, discriminating, of 
course, between items which it can control 
and those which are fixed ... As time goes 
on, the accumulated data will become more 
and more valuable and accurate, and an in- 
telligent comparison of unit with unit will be 
a practical means of judging to what extent 
economy has been obtained, and will enable 
those responsible [to the State for the Army 
as a whole] to reward the efficient and to 
punish the wasteful. 


There should be no fear of decrease in 
serviceability. Practice camps, manoeuvres 
and inspections by general and other officers 
will prevent the retention of unit equi ment 
or the exercise of any unnecessary ‘cheese- 
paring.’ 

Surely these suggestions are within the 
range of practical politics. They are, after 
all, only the extension of ordinary commer- 
cial principles to the vast business of army 
administration, and there can be little doubt 
if adopted, they would have a far- 

ing effect not only in the reduction of 
increase of 


) rege but also in the 
ency. 

The object of Harris’s appearance be- 
fore the Parliamentary Committee on 
National Expenditure was precisely to 
bring these suggestions “within the 


range of practical politics.” He must 
have realised only too well that they 
cut right across the administrative or- 
ganisation and procedures which had 
operated since the Crimean War, and 
that they would be extremely unpopu- 
lar at the War Office. Their effect would 
have been to reduce some War Office 
Directors who had been exercising com- 
plete control over their respective func- 
tions to mere purveyors of goods and 
services—mere suppliers of items requi- 
titioned by unit commanders. This was 
probably the reason why Harris did not 
attempt to present his views through 


The Australian Accountant, 


November, 1956. 


the Army Council, but made direct ap- 
proach to members of Parliament. 


Parliamentary approval was, in any 
case, essential for the implementation 
of the plan. For the administrative 
responsibility of the War Office Direc- 
tors was closely linked with the method 
of parliamentary control over army ex- 
penditure. The Army Estimate (i.e., 
the sum which Parliament was asked 
to vote for army purposes) was split 
into fifteen heads, corresponding to the 
directorates at the War Office. Some 
body at the War Office had to take re- 
sponsibility for forecasting the amount 
which would be required each year un- 
der each head, and for seeing that this 
amount was not overspent. And to go 
with this responsibility, of course, he 
had to have the authority to control 
all expenditure under that head. In 
other words, the system of administra- 
tion by directorates was a necessary 
consequence of the form in which army 
funds were voted by Parliament. 


The National Expenditure Committee 


The time seemed ripe for a change 
in the method of voting funds, and the 
Committee on National Expenditure— 
or rather, its Sub-Committee on the 
Form of Public Accounts—heard a 
great deal of evidence favouring such 
a change. The mildest comment came 
from Sir John Bradbury, Joint Perma- 
nent Secretary to the Treasury, who 
wrote: “In criticising the existing 
scheme of appropriations of parlia- 
mentary grants it must be borne in 
mind that the control of expenditure, in 
the sense of securing that the various 
public services are efficiently adminis- 
tered at a reasonable cost, was no part 
of the object which the framers of the 
system had in view.” Mr. S. Dann- 
reuther, Accounting Officer of the 
Ministry of Munitions, put it more 
strongly: “I do not think Estimates as 
furnished to Parliament are worth the 
paper they are written on from the 
a of view of parliamentary con- 
rol.” 





5. Seventh Report of the Select Committee 
on National Expenditure, paragraph 16. 
British Parliamentary Papers, 1918, Vol. 
iv, p. 157. 
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On the constructive side, Sir Henry 
Gibson, Comptroller and Auditor-Gen- 
eral, told the sub-committee: “If you 
wish to establish financial control it 
can be better effected by the objective 
rather than the subjective scheme. I 
have always felt that the subjective 
classification, though very simple and 
convenient, did not lend itself to estab- 
lishing a unit of cost by which you 
could control and compare the cost of 
one service with another.” The same 
point was made even more plainly by 
Sir Charles Harris: “You cannot con- 
trol administration by controlling ex- 
penses on subjects. If you want to 
control administration by appropriation 
you must appropriate to objects.’ 


The other major change proposed by 
Harris was a change from accounting 
on a cash basis to accounting on a cost 
basis. He told the sub-committee that 


real control of expenditure could not 
be secured by controlling cash pay- 
ments only, and disregarding changes 
in liabilities and consumption of stores. 


Of course, the total amount of cash 
spent must be known, to ensure that 
the parliamentary appropriation is not 
exceeded; “but when you come away 
from that pure question of accountancy, 
and come to the control of expenditure, 
then I should propose to depart from 
the cash basis altogether.”? 


Finally, Harris stressed that the mere 
preparation and presentation of cost 
figures would not achieve the desired 
end. “The point that I regard as of 
the highest importance is that the ac- 





6. Under the “objective” scheme, an item is 
classified according to the object or pur- 
pose of the expenditure; under the “sub- 
jective” scheme, it is classified according 
to the subject or nature of the expendi- 
ture. For instance, all coal purchased for 
the Army would appear in the one ac- 
count under the subjective scheme; under 
the objective scheme, it would appear in 
different accounts, depending on whether 
it was used by field units, hospitals, ad- 
ministrative offices, etc. 


. Select Committee on National Expendi- 
ture, Evidence before Sub-Committee on 
the Form of Public Accounts, Q. 220 and 
Q. 248. British Parliamentary Papers, 
1918, Vol. iv, pp. 334 and 336. 


counts that I have sketched should not 
be merely excrescences, . . . but that 
they should become the main channel of 
administration and the main channel 
of parliamentary control.’”* 

The sub-committee found itself in 
general agreement with the principles 
enunciated by Harris, and asked him 
to prepare a draft showing the manner 
in which the Army Estimates and Ac. 
counts should be presented to Parlia- 
ment. Eventually this draft was ap- 
pended to the Seventh Report of the 
Committee on National Expenditure, in 
which the Committee recommended the 
early adoption of this new form of Esti- 
mates and Accounts by the War Office. 


The actual experiment 


The change recommended by the com- 
mittee took place on 1 April, 1919, on 
which date a completely new set of 
accounts was introduced simultaneously 
throughout the Army. This aimed at 
showing the full cost (including stores 
consumed, services received, etc.) of 
every unit and establishment of the 
Army. A new corps of the Army, the 
Corps of Military Accountants, was 
brought into being to operate these new 
accounts. However, the Royal Army 
Pay Corps, which had hitherto kept the 
army accounts, was left to carry on 
exactly as before—on the grounds that 
the new accounts were merely an ex- 
periment which might or might not 
succeed, and that the old accounts were 
needed in case the new ones should 
break down. 

Inevitably, the existence side by side 
of two sets of accounts and two corps 
of accountants led to duplication of 
effort, high operating costs, and fric- 
tion. Amalgamation would have been 
the obvious solution, but this was con- 
sidered out of the question as long as 
one om the two systems was merely on 
trial. 


The Lawrence Committee 


In an endeavour to end this situation, 
the Secretary of State for War in 1922 
appointed a committee under General 
Sir Herbert Lawrence to enquire into 
the system of administration of, and 
accounting for, army expenditure, and 
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to recommend any changes that might 
be desirable in the interests of economy 
and efficiency. This committee consisted 
of one full general, two major-generals, 
two colonels, Sir Charles Harris (then 
Joint-Secretary of the War Office), a 
Treasury representative, and two char- 
tered accountants. 


The Committee finally reported in 
October, 1923, and one paragraph of 
its report is worth quoting at length, 
as it points to some of the reasons for 
the ultimate failure of the experiment. 


We fully endorse the opinion of Sir F. 
Robb’s Committee that the new system “has 
tialities in it which are altogether lack- 
ing in the old system.” We go further and 
say that it is proved to demonstration that, 
by a proper system of accounting, economies 
to an extent at present quite unrealised can 
be effected. Until the Army as a whole ap- 
reciates the use which may be made of the 
information afforded by a proper system of 
accounting it is impossible to obtain the best 
and most economical administration results. 
It would be idle to pretend that the new 
system has been received with favour by the 
Army as a whole, and this fact we attri- 
bute to various causes, amongst which may 
be mentioned : 


(a) The use of the title “cost accounting,” 
which is misleading .. . 

(b) The fact that the introduction of the 
accounts has not been accompanied by in- 
creased administrative responsibility. An 
officer cannot be expected to take much in- 
terest in an account of expenditure which 
he has no power to control. 


(c) [The apparent absurdity of some of 
the cost figures produced.] 


(d) The feeling, unfortunately existing in 
some quarters, which is expressed in a state- 
ment reported to us:—“‘We hate these ac- 
counts and are being spied upon.” ... The 
present feeling cannot be removed until it 
is accepted as a fact—and we are convinced 
that it is a fact—that a proper accounting 
system is as necessary to the efficient ad- 
ministration of the Army as a proper medi- 
cal service is to its health, HR that there 
can never be any question of reverting to 
the old unscientific forms of account which 
) sae before the new system was intro- 


The Committee concluded by recom- 
mending amalgamation of the Royal 
Army Pay Corps with the Corps of 
Military Accountants, and “a complete 


8. Report of the Committee of Administra- 
tion of, and Accounting for, Army Ex- 
— Cmd. 2073, H.M.S.O. 1923, 
para. 
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change in the system of administration 
. .. from the War Office downwards; 

. administrative responsibility and 
accounting should be decentralised as 
far as individual establishments and 
regimental units.’ 


Army Council’s reaction 

The Army Council, apparently 
stunned by the outspoken and unequi- 
vocal report, and perhaps not realising 
its full implications, accepted the com- 
mittee’s recommendations and set up 
a departmental committee under Mr. 
J. B. Crosland to work out details. By 
the time the report of the Crosland 
Committee was received, however, the 
Army Council had changed its mind, 
and it now voted unanimously (Sir 
Charles Harris having by this time re- 
tired) to abandon the system intro- 
duced in 1919, and to revert to the old 
form of Estimate and Account. 

In justifying this decision, the Army 
Council pointed out that the full advan- 
tages of the new accounting system 
could not be secured without a consider- 
able measure of administrative decen- 
tralisation: as long as some 80 or even 
90 per cent. of army expenditure was 
controlled by headquarters policy or by 
army regulations laid down by the War 
Office, the keeping of detailed accounts 
showing individual costs for each army 
unit could not be justified. 


Up to this point, the Army Council 
was on common ground with the Law- 
rence Committee. But with that com- 
mittee’s recommendation that adminis- 
trative responsibility should be decen- 
tralised, the Army Council was now 
“unable to agree”. 


In so far as the Army Council simply 
stated that it did not wish to alter its 
methods of administration, it was of 
course perfectly within its rights. But 
it made that statement in 1925, after 
an accounting system designed to de- 
centralise administration had been run- 
ning for six years, at a cost to the tax- 
payer of more than a million pounds! 
Moreover, that system had been intro- 
duced at the instance of a parliamen- 
tary committee, and had recently been 
favourably reported on by a committee 





9. Ibid., paragraph 61. 
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consisting largely of senior army officers 
and public servants. 


Under these circumstances, the Coun- 
cil’s decision might have been difficult 
to justify publicly, had it not received 
strong support from the Treasury and 
the Auditor-General. 


Agencies of “external control” 


Now, the Treasury, the Auditor-Gen- 
eral, and Parliament are the three 
agencies which jointly exercise the “ex- 
ternal control’ over departmental ex- 
penditure, referred to in the opening 
paragraph of Harris’s memorandum of 
October, 1917. The Treasury scruti- 
nises the Estimates of departmental 
expenditure, item by item, before they 
are submitted to Parliament. Parlia- 
ment then votes on these Estimates, 
which must not be overspent without 
further parliamentary approval. The 


Auditor-General examines the accounts 
to see that all expenditure has been 
correctly charged against the appro- 
priate votes. He reports to Parliament 
on any expenditure which, in his opin- 


ion, has not been duly authorised, or 
which seems to represent misuse of 
public funds. 


This constitutes the system of “ex- 
ternal control” which, in Harris’s ex- 
perience, had failed to produce real 
economy either in peace or in war. 


The reason for this is not hard to 
find. The Treasury has no detailed 
knowledge of the activities of other de- 
partments, and is necessarily guided to 
a large extent by the amount actually 
spent under each head in previous 
years. If the money in previous years 
was wastefully spent, the Treasury has 
no means of knowing this, and is un- 
likely to cut down the proposed vote 
on that score. 

Parliament, in Great Britain and 
Australia, invariably passes the Esti- 
mates without amendment; in fact, the 
individual items are very rarely re- 
ferred to in the Budget debate. 

The Auditor-General, finally, is large- 
ly preoccupied with his legal duty of 
certifying that the expenditure was in- 
curred in accordance with the parlia- 
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mentary vote. And while he can some 
times report on some gross waste or 
mismanagement, the more _insidioy 
forms of waste would not come to his 
attention. 

Now, the whole aim and purpose of 
the accounting reforms proposed by 
Harris had been to substitute for this 
ineffective external control over expen- 
diture, by people who knew nothing 
about army administration, an effective 
internal control, by people who did 
know something about it. It was hardly 
surprising that this should arouse oppo 
sition from the agencies of external 
control, and the Treasury entered into 
the fray with a mass of misinformation 
and irrelevancies which has clouded the 
real issue ever since. 


Treasury officers’ report 

Most of this misinformation is con- 
tained in the “Report of the Treasury 
Officers of Accounts to the Lords Com. 
missioners of the Treasury in regard 
to the proposed change in Army Esti- 
mates and Accounts,” which was even- 
tually published as Appendix 31 to the 
Reports of the Public Accounts Com- 
mittee 1925.'° 

This document begins by claiming 
that the change which was recom 
mended by the National Expenditure 
Committee in 1918 and adopted by the 
Army in 1919 had been made at the 
instance of professional accountants 
who favoured the commercialising of 
government accounts as a matter of 
abstract principle. The only kernel of 
truth in this claim is that some pro 
fessional accountants did sit on the 
Sub-Committee on the Form of Public 
Accounts. 

The Treasury officers then claimed 
that the originators of the new scheme 
had hoped “that changes would be made 
in the financial system of the country 
which would allow of the presentation 
of purely income and expenditure at 
counts unhampered by cash statements. 
There is no evidence for this claim. The 
Seventh Report of the National Expet- 
diture Committee clearly states that 
“the Cash Estimate and Account for 


10. British Parliamentary Papers, 19245, 
Vol. vi, p. 816. 
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the year should, in respect of surrender, 
remain as at present.” In other words, 
all cash voted but not spent during the 
year would have to be surrendered to 
Parliament at the end of the financial 
year. This is the very opposite of 
income-and-expenditure accounting. 


The Treasury officers further claimed 
that the originators had hoped that 
“quantitative stores accounting 
throughout the Army might be dis- 
pensed with.” It will be obvious to 
every accountant that this is sheer non- 
sense. One cannot exercise control over 
stores without recording quantities. 
What the originators had hoped for was 
that prices as well as quantities would 
be shown in army stores records, so that 
issues from stores could be priced and 
charged to the requisitioning unit. In- 
stead of this, the Corps of Military Ac- 
countants was compelled to keep its own 
set of stock records, separate from and 
additional to the quantity records of the 
Quartermaster-General. 


The Treasury officers further claimed 
that the War Office had not succeeded 
in coalescing the two corps of accoun- 
tants and arranging that the details 
necessary for cash accounting should be 
obtained as a by-product in the course 
of preparing the complete set of ac- 
counts; consequently there had been 
considerable duplication of accounting 
” accounting staffs, resulting in heavy 


The truth was that the War Office 
had not attempted to coalesce the staffs, 
as it had not made up its mind whether 
the new set of accounts was to continue 
atall. A large part of the work of the 
Lawrence Committee had consisted of 
the preparation of a detailed plan for 
merging the two corps, if the Army 
Council should approve; and the com- 
mittee estimated that the savings from 
such a merger would be of the order 
of £200,000 a year—roughly equal to 
the annual cost of running the Corps 
of pultacy Accountants as a separate 
uni 


The Treasury officers further claimed 
that it was “doubtful whether any im- 
portant economies have been effected by 
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the new system which would not have 
been brought about by the application 
of the old system.” Here the Treasury 
officers are less obviously guilty of mis- 
representation. They did not deny that 
important economies had been effected 
by the new system; they merely claimed 
that they might also have been effected 
under the old. This must necessarily 
remain a matter of opinion; but it is 
difficult to see how the Treasury Officers 
of Accounts were qualified to judge the 
issue. They certainly went too far 
when they claimed that the results of 
six years’ operation of the new system 
had been “wholly negative.” 

So much for the misinformation in 
the Treasury report; let us now look 
at the irrelevancies. 

The Treasury officers pointed out that 
it had been impossible to value more 
than a very small proportion of War 
Department property—approximately 
5 per cent. in five years: hence the cost 
accounts had started and continued on 
a basis of assumed values. 


This comment refers to the difficulties 
which were encountered in first setting 
up double-entry accounts for an organi- 
sation with £100 million worth of assets 
which had never kept proper books of 
account before. To value these assets 
“properly and completely” (in the words 
of the Auditor-General) would have 
been an enormous task, and would have 
been far more costly than the results 
could justify. After all, the values were 
required mainly as a guide to army 
administrators, to give them some idea 
of the money value of the assets they 
were holding and using; and reasonable 
valuations by an intelligent accountant 
would be just as useful for this purpose 
as “complete and proper” valuations 
which an auditor could certify. 


In time, of course, this difficulty 
would have disappeared, as assets owned 
in 1919 were used up and replaced by 
assets purchased since 1919 whose cost 
was known. 

Finally, the Treasury Officers of Ac- 
counts included in their report a com- 
pletely irrelevant remark, which has 
frequently been quoted as if it summed 
up the whole case: they pointed out 
that “the factor of military efficiency 
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is an abstract idea not susceptible of 
appraisement in terms of cash.” No 
one had ever suggested that it was; no 
one had ever proposed to measure the 
value of military efficiency in cash. 
What was being attempted was mea- 
surement of the cost of attaining mili- 
tary efficiency—a different matter al- 
together. 


Public Accounts Committee 


The approval of the Public Accounts 
Committee of the House of Commons 
had to be obtained before the reversion 
to the old form of Army Estimate and 
Account could be implemented. The 
committee read and heard the views of 
the Army Council, the Treasury, the 
Auditor-General, and of Sir Charles 
Harris who came out of retirement to 
fight, almost single-handed, a valiant 
rearguard action. 

In his evidence before the Public Ac- 
counts Committee on 14 December, 
1925, Harris explained clearly what he 
had tried to do, and why. Existing par- 
liamentary and Treasury control of ex- 
penditure, he said, “depends entirely 
upon the appropriation of limited votes, 
and as soon as war comes, and limits 
go, the whole system disappears alto- 
gether, and there is no control of ex- 
penditure at all. I tried to better that 
state of things by substituting for ex- 
ternal limits an internal control, based 
upon the principle of keeping such ac- 
counts as would show you what value 
you are getting for money, and whether 
your expenditure is extravagant, in the 
sense of giving you your results at 
an unnecessarily high cost. 

“The whole inwardness of this sys- 
tem is to attempt a control of that kind, 
which would persist in war, and which 
would have the great advantage of hav- 
ing trained all your officers to think in 
terms of cost, and to manage expendi- 
ture properly; whereas under the pre- 
sent system they are practically taught 
that expenditure is no concern of theirs, 
they are not to think about cost or what 
is being spent, but they are to obey 


red-tape regulations which also dis 
appear in war. 


“It is not a question between two dif. 
ferent systems of controlling expendi. 
ture by accounts; it is the difference 
between a system of account which is 
designed to contro] expenditure and a 
system of account that has nothing to 
do, as Sir John Bradbury said, with 
seeing whether the public services are 
being carried on efficiently and adminis. 
tered with reasonable care for eco. 
nomy.”?!! 


Several members of the Public Ac. 
counts Committee fully appreciated 
Harris’s views, and subjected the Army 
and Treasury representatives to some 
searching questions. The result, how- 
ever was a foregone conclusion. The 
Public Accounts Committee had no 
authority to direct the War Office how 
it should run the Army; the War Office 
had decided not to proceed with the de 
centralisation for which the accounts 
had been designed; and it would have 
been foolish for the Public Accounts 
Committee to insist that the form of 
cost accounts should be preserved when 
the spirit had clearly departed. 


In the end, the committee had no 
choice but to agree that “in the absence 
of decentralisation as recommended by 
the Report of the Lawrence Committee 
it is impossible to apply the system of 
Army Accounts therein proposed.” 


And so ended the British Army Cost 
Accounting Experiment 1919-25. 


Opinions will differ, of course, 
whether Harris and Lawrence were 
right in seeking to decentralise adminis 
trative responsibility right down t 
regimental units. But let us be clear, 
at all events, as, to what it was that 
failed: not an accounting system, but 
an attempt to decentralise the adminis- 
tration of the British Army. 


Evidence before Public Accounts Com 
mittee 1925, Q. 7206; British Parlia- 
mentary Papers, 1924-5, Vol. vi, p. 685. 
Second Report of the Public Accounts 
Committee 1925, para. 68; British Par- 
liamentary Papers 1924-5, Vol. vi, p. 26 
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TOMORROW'S TAXES? 


H. W. Slater, B.Com., A.A.S.A. 


OMPLAINTS about income tax are 
not uncommon, and usually no 
one takes a great deal of notice of 
them. But when the criticism comes 
frm a former Commissioner of In- 
ternal Revenue of the U.S.A., one must 
pause and examine a little more closely 
what has been said. Mr. T. Coleman 
Andrews, who returned to private 
practice in 1955 after two years as 
Commissioner, gave an interview to 
U.S. News and World Report,’ which 
was headed “Why the Income Tax Is 
Bad”. Mr. Andrews was reported as 
saying he thought the income tax must 
be simplified or improved greatly, or 
a substitute must be found for it. 


He proposed “a commission ap- 
pointed by Congress, without any dead- 
line, without any instructions as to 
what to come up with—except one, and 
that is that the whole revenue system 
be thoroughly studied out and that the 
income tax in particular be given a real 
going over, with the idea that a substi- 
tute be found for it if it cannot be 
made generally understandable, fair, 
and compatible with our ideals of 
freedom.” 


More specific and constructive criti- 
tism has come from the United King- 
dom. The three dissentients (Messrs. 
Woodcock, Bullock and Kaldor) from 
the Report of the Royal Commission on 
the Taxation of Profits and Income,? 
expressed their views thus in their 
Memorandum of Dissent: 





. 25 May 1956; references in this article 
are to an abstract appearing in the 
tga of Accountancy, Aug. 1956, pp. 


2 Cmd. 9474, H.M.S.O., 1955. 
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A system of personal income taxation which 
operates without any clear definition of what 
constitutes “income” is exposed to a double 
danger. On the one hand the simple view 
that income is an unambiguous word, not 
subject to various interpretations, may ensure 
general complacency, and the particular 
notion of “taxable income” hallowed by legal 
tradition tends to become identified with 
taxable capacity as such. On the other hand, 
in the absence of any clear underlying 

rinciple, revisions and interpretations of the 
aw proceed, in the light of particular con- 
siderations, to introduce successive concessions 
which have the effect of constantly shifting 
the tax burden in a manner which is no less 
far-reaching for being unobtrusive. Lacking 
a firm basic conception, neither the public nor 
the legislature nor the Courts are conscious 
of the extent to which the tax system, behind 
a facade of formal equality, metes out unequal 
treatment to the different classes of the tax- 
paying community.’ 

In the present article, it is intended 
to examine these criticisms of the in- 
come tax, and to consider the possibili- 
ties of replacing it with a tax on ex- 


penditure. 


What is taxable income? 


At the root of the criticism of in- 
come tax is the blurred and uncertain 
concept of taxable income. The sort 
of problem that it raises is illustrated 
very clearly by a recent Australian 
case, F.C. of T. v. Squatting Invest- 
ment Co. Ltd. (1954), 5 A.I.T.R. 664. 
This case concerned the voluntary re- 
fund to woolgrowers of the Common- 
wealth Government’s share of the pro- 
fits which arose when stocks of wool, 
compulsorily acquired during the war, 
were subsequently realised. The High 
Court of Australia held by a three- 
two majority that such a voluntary re- 
fund was a gift, not assessable to in- 





3. Ibid., para. 3, p. 335. 
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come tax. On appeal by the Commis- 
sioner, the Privy Council reversed the 
High Court and decided that the amount 
involved was subject to tax. Very many 
taxpayers and the destination of a 
great deal of money were affected by 
this decision, which shows how indis- 
tinct is the line that divides taxable 
from non-taxable receipts. One is 
brought back to the second of Adam 
Smith’s famous four rules of taxation: 
“The tax which each individual is 
bound to pay ought to be certain, and 
not arbitrary.”* 


In Australia, the method of arriving 
at taxable income is to take the gross 
or “assessable” income, and to deduct 
therefrom all allowable deductions. In 
most other countries, including the 
United Kingdom, the starting point is 
net income, but with certain safeguards 
and restrictions as to the method of 
arriving at net income. In the result, 
there is not a great deal of difference 
between the two systems. The Aus- 
tralian definition of assessable income 
is not, of course, exhaustive; it leaves 
to be brought into assessment items 
which are income “according to the 
ordinary concepts and usages of man- 
kind”. It is in this undefined and dif- 
ficult area that very many disputes 
about the taxability of particular re- 
ceipts have arisen. 


Most writers on public finance have 
agreed that net income can be described 
as the sum of two elements—personal 
consumption and net capital accretion. 
Perhaps the simplest way of putting 
this idea is the definition of Professor 
J. R. Hicks, who has said that a man’s 
income is “the maximum amount which 
he can consume during a week, and 
still expect to be as well off at the end 
of the week as he was at the begin- 
ning.”® But this idea ignores the dis- 
tinction between receipts and pay- 
ments “of a capital nature”, and re- 
ceipts and payments “of a revenue 
nature”—a distinction which seems to 
be necessary if one is to be able to 





4. Wealth of Nations, Bk V, ch. II, pt. II. 
5. Value and Capital, p. 174. 
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determine net income by accountancy 
methods in a given situation, but which 
has nevertheless effectively clouded the 
present legal concept of income, 


Capital and revenue 


This distinction between capital and 
revenue items was formulated in a 
series of cases, heard towards the end 
of last century, which related to the 
rights of companies to pay out divi- 
dends.* Perhaps the most important 
was Lee v. Neuchatel Asphalte Co, 
(1889), 41 Ch.D. 1, in which the dis- 
tinction between fixed and circulating 
capital was first imported into the law, 
In this case, Lord Justice Lopes said 
that capital and revenue accounts were 
two separate and distinct accounts, 
and that capital accretions could not 
be called profits, nor could capital 
losses be regarded as losses of revenue. 
Messrs. Keown and Mann wrote: “The 
Lee v. Neuchatel cases all depended on 
a distinction which was drawn between 
‘fixed’ capital assets and ‘circulating’ 
capital. The distinction was not a dis- 
tinction known to the law, but was 
borrowed from Adam Smith’s Wealth 
of Nations by counsel in argument in 
Lee v. Neuchatel Asphalte Co. and was 
adopted by the Court as a ready-made 
distinction. The double account sys 
tem employed by the company, with its 
attempted separation of ‘fixed’ from 
‘circulating’ capital, lent itself readily 
to Adam Smith’s definition.’* 

Actually, Adam Smith cannot be held 
responsible for the uncertainty which 
his writings have helped to introduce 
into the law. He drew the fixed-cir- 
culating distinction in Chapter I, Book 
II, of The Wealth of Nations. There 
he pointed out that it is the circulating 
capital that is employed in “raising, 
manufacturing or purchasing g 
and selling them at a profit.” The fixed 
capital, on the other hand, is employed 
in “the improvement of land, in the 
purchase of useful machines . . .” and 





6. See K. C. Keown and A. H. Mann, “Divi- 
sible Profits and Dividends of Limited 
Liability Companies”, Readings in Aust 
ralian Accountancy, p. 155 (reprinted 
from Australian Accountant, Oct. 1948). 

7. Ibid., p. 167. 
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the like. The decision in Lee v. 
Neuchatel does not seem to be a neces- 
sary consequence of this distinction 
as Adam Smith stated it. 


It should not be assumed that the 
fixed-circulating rule has been applied 
inflexibly in revenue cases. The 
authors of Gunn’s Commonwealth In- 
come Tax Law and Practice cite the 
case of Reynolds & Gibson v. Crompton, 
[1950] 2 All E.R. 502, where the tax- 
payer acquired a book debt which was 
later realised at a profit. The English 
High Court held that the profit was 
subject to income tax, as it arose from 
the utilisation of circulating capital. 
This decision was reversed by the 
Court of Appeal, on the ground that 
dealing in book debts was not part of 
the taxpayer’s business, the transac- 
tion having been an isolated one, and 
therefore the gain on realisation did 
nt have the character of income. 
Here we have examples of two of the 
criteria which are used to determine 
whether an item should be taken into 
account in the determination of taxable 


income, and each leads to a different 


result. Other criteria are also used, 
but unfortunately they do not lend 
themselves to any kind of brief or 
precise formulation. In Atherton v. 
British Insulated and Helsby Cables 
Ltd. (1925), 10 T.C. 155, the Master 
of the Rolls said: “Now what is capital 
and what is attributable to revenue ac- 
count I suppose is a puzzling question 
to many accountants, and I do not sup- 
pose it is possible to lay down any 
satisfactory definition.”® 


There are also, of course, items 
which are not “on capital account” and 
yet are still not income according to 
the ordinary concepts and usages of 
mankind: betting wins, for instance, 
and lottery prizes, are two examples. 


No exhaustive treatment of this as- 
pect of the subject is possible or neces- 
sary here. It is sufficient to show that 
considerable uncertainty exists as to 


8 A full-scale attempt to formulate the 
“principles” involved was made by the 
late Dr. J. P. Hannan in Principles of 
Income Taxation (Law Book Co., 1947). 
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whether certain items should be in- 
cluded or excluded in the determination 
of taxable income. This is unfair to 
the taxpayer, and therefore bad in it- 
self, but it leads to other serious con- 
sequences. 


Tax avoidance® 


The problem of avoidance in relation 
to income tax has been clearly indi- 
cated in the minority report of the 
British Royal Commission: “The full 
tally of inequities arising from the 
defects in the calculation of the tax 
base—whether on the side of receipts 
or on the side of the allowances for 
expenses—can be reckoned only after 
those taxpayers who are in a position 
to do so have adjusted their activities 
and transactions so as to benefit from 
gaps and ambiguities in the definition 
of taxable income.’’!° 

The well-known dictum of Lord 
Tomlin in Duke of Westminster v. 
I.R. Comrs. is pertinent here: “Every 
man is entitled if he can to order his 
affairs so that the tax attaching under 
the appropriate Act is less than it 
otherwise would be.” Legislatures 
have attempted, with only varying de- 
grees of success, to nullify the activi- 
ties of taxpayers in this direction. 
(Section 260 of the Commonwealth 
Act is an example.) But it will per- 
haps be evident that a taxing law that 
is based on such an ill-defined and un- 
certain legal concept as “income” can- 
not be patched up so as to prevent tax 
avoidance entirely. “Loop-hole plug- 
ging”, to use the Americans’ pic- 
turesque phrase, can never be more 
than partially successful. 


It has sometimes been said that a 
man owes a duty to the community not 
to alter the disposition of his affairs 
so as to reduce his liability to tax. 
This is undoubtedly a sound moral pre- 
cept, but as a piece of practical politics 
it is merely nonsense. If legal avoid- 
ance of tax is being practised (and a 





“Tax avoidance” is used to mean steps 
taken within the law to escape taxation, 
and is to be contrasted with “tax evasion” 
which implies a breach of the law. 


. Op. cit., p. 361. 
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study of Board of Review and Court 
decisions will show that it is) the real 
fault lies not with the taxpayer but 
with the law. 


Alternative taxes 


Is there then any satisfactory alter- 
native to the income tax? After the 
interview with Mr. T. Coleman An- 
drews, referred to above, staff mem- 
bers of U.S. News and World Report 
were prompted to consider some alter- 
natives. In the same issue (25 May 
1956) they discussed the following pos- 
sible taxes and set down their calcula- 
tions of estimated revenues, based on 
the assumption of a ten per cent. rate 
in each case: 

Tax on manufacturers’s sales: 
With no exemptions . yar 
vo food and medicine exemp- 

Tax on retail sales: 

With no exemptions . hee 

ye food and medicine exemp- 

“Turnover tax” on all transactions 

Tax on gross income (no exemp- 
tions or deductions) .. .. .. $24 billion 

“Spendings” tax on individuals .. $18 billion 

The present U.S. income tax yields 

the following approximate revenue: 

from corporations $21 billion, and 
from individuals $31.2 billion, a total 
of $52.2 billion. 

It is not clear what is meant by 
“gross income (no exemptions or de- 
ductions)” (second last item), nor 
why a tax on this base would yield less 
than a turnover tax (third last item). 
In any case, it is hard to conceive how 
“gross income (no exemptions or de- 
ductions)”’ could be less than taxable 
income. One wonders therefore why 
the yield from a tax on “gross income” 
($24 billion) should be so much less 
that the yield from an income tax on 
individuals ($31.2 billion). The ob- 
vious explanation seems to be that the 
average rate of income tax is consider- 
ably more than the 10 per cent. rate 
on which the estimated revenues from 
the other taxes have been calculated. 
In the absence of further information, 
one must question whether the figures 
given provide a fair basis for com- 
parison. 


$13 billion 
$10 billion 
$21 billion 


$16 billion 
$45 billion 


iv4 


In spite of this, most would con. 
clude that the suggested alternativa 
should be rejected on grounds of 
equity, as each involves substituting 
a flat-rate tax for a progressive-rat 
income tax. However, the spending 
(or expenditure) tax deserves, and has 
received, closer examination. The three 
dissentients from the British Royal 
Commission Report were attracted by 
the idea of a tax on expenditure, but 
they did not pursue it at the time be 
cause it was outside the Commission's 
terms of reference. But one of the 
three, Mr. Nicholas Kaldor, has fol 
lowed up the idea on his own, and has 
set out his views at length in a book 
entitled The Expenditure Taz, recently 
published by George Allen and Unwin 
Ltd. It should be noted here that 
Kaldor’s suggestion for an expenditure 
tax envisages direct assessment at 
progressive rates, not a flat-rate and 
presumably indirect tax as suggested 
in U.S. News and World Report. 


Income or expenditure tax 

There is nothing new about the e- 
penditure tax. John Stuart Mill ad 
vocated it before the 1861 Select Com- 
mittee on Income and Property Tax, 
and the idea was by no means new 
then. It was only comparatively re 
cently, however, that Professor Irving 
Fisher showed that such a tax is ad 
ministratively feasible. The earliest 
paper in which he attempted to do this 
was published in Econometrica, Janu 
ary 1937, and his method is illustrated 
later in the present article. Before 
the mechanics of computation are con- 
sidered, however, the case for the ex 
penditure tax should be examined 
further. 

Briefly, the case rests on the argu 
ment that “income” is not a true 
measure of taxable capacity. Taxable 
capacity, or ability to pay, varies with 
spending power, and as Kaldor says, 
“there is no conceivable definition of 
‘income’ (none capable of objective 
measurement) that would provide 3 


true yardstick of ‘spending power. 


11. 


Kaldor, The Expenditure Taz, p. 14. 





The Australian Accountant, November, 1956. 





TOMORROW'S TAXES ferent form: “The essential raison 


The legal concept of taxable income, @etre of taxation, we now under- 
as has been shown above, is incapable stand, is not to raise money but to 
of precise formulation. It provides bring about the necessary constriction 
opportunities for the conversion of Of private spending, or if you like it in 
profits into capital gains (e.g., by the economic language, to set free suf- 
processes known as “dividend-strip- ficient productive resources to provide 
ping” or “bond-washing”, whereby for government expenditure. . oe In 
securities are sold cum. div. at a price Other words, our general object of 
that includes undistributed income, taxation should be expenditure not in- 
which is thereby got into the vendor’s come.”'* 
hands free of tax). It provides, too, Kaldor’s remaining arguments for 

ssion’s pecan for gerne | ngs 4 the the expenditure tax rest on economic 
of the ation of’ fammily * rtinivchins). considerations. They are complex and 
is fol im euncrtunttion ans ths adverates in parts controversial, and it is not 
nd has # of the expenditure tax, are limited to SPOR aE: See as eae Oa 
: book wre f th , ‘ty. F pass of an article such as this. One 
cently certain sections of the community. For argyment should be mentioned, how- 
example, the wage or salary earner yey, because it is very pertinent to 
who lacks capital has virtually no op- Aystralia’s present economic situa- 
portunity to take advantage of such tion. : 
schemes. Such a situation causes an ! , 
effective redistribution of the burden High levels of income tax, Kaldor 
of taxation which has no relation to 54YS, discourage saving and encourage 
equity. dis-saving. A man who is paying in- 

Se ere ; come tax at a marginal rate of 10s. in 
Social justice and economic the £ will increase his future annual 

expediency income by only £3 if he saves £100 out 

Thus the first argument for the ex- of his current net income and invests 
penditure tax is based on the need for it at 6 per cent. Conversely he reduces 
social justice. Kaldor goes on to point his future annual income by only £3 
out that a man’s spending power (iden- if he spends £100 out of capital al- 
tified with taxable capacity) consists ready invested at 6 per cent. The 
of three elements: first, his disposable higher the rate of income tax the less is 
wealth; second, his recurring receipts the incentive to save, and the less 
—dividends, salary, etc.; and third, serious for the taxpayer are the con- 
casual receipts like bequests, gifts and sequences of dis-saving. An expendi- 
capital gains.12 Only the second of ture tax, on the other hand, is levied 
these is taxed as income, but in Kal- on what is spent (whether from in- 
dor’s view the man earning £5,000 a come or capital) and exempts what is 
year as salary cannot be said to have saved. It does not therefore reduce 
the same spending power as a man_ the incentive to save, nor does it en- 
who obtains £5,000 a year from pro- courage dis-saving. 
perty worth £100,000. It does not fol- It will be recognised that the pro- 


] ’ - 
lagi _ y Sag ye actual hi posal recently put forward by Mr. 
di plone e the same as IS Louis Goldberg for exempting certain 
- > Ing power, but the two are likely jings of savings from income tax is 
each gt ar oro n er aaa based on similar reasoning, and in fact 
and income. Moreover, as is pointed might well be regarded as a first prac- 
out below, there are sound arguments 
for exempting savings from taxation. 13. Colin Clark, Principles of Public Finance 
M . and Taxation (Third Arthur Capper 
r. Colin Clark has put the argu- Moore Research Lecture, Federal Institute 
ment for an expenditure tax in a dif- of Accountants, 1950), p. 24. 
— . “Taxation and Inflation—a Suggestion”, 
12. Ibid., pp. 30-1. Australian Accountant, Oct., 1956, p. 423. 
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tieal step towards converting the pre- 
sent income tax to an expenditure tax. 
A simple formula for the calculation of 
expenditure is: income minus saving 
(or income plus dis-saving) equals ex- 
penditure. Such a method of arriv- 
ing at expenditure was suggested by 
Clark: “The way in which it [the ex- 
penditure tax] would be administered 
would be, for businesses, somewhat 
similar to the present income tax, but 
with complete exemption for all income 
put back into the business or used to 
purchase other assets.”"* Clark adds 
that a similar right of exemption on all 
income saved should be given to indi- 
viduals as well as to partnerships, 
firms and companies. (It will be ob- 
served, incidentally, that Clark would 
continue to tax companies. Kaldor, in 
his more rigorous analysis, concludes 
that company tax could and should be 
dispensed with if an expenditure tax 
on individuals were to replace the pre- 
sent income tax.) The difficulty with 
Clark’s method of measuring expendi- 
ture is that it does not solve the prob- 
lem of defining “income”. 


Assessing expenditure 

The method of assessing personal 
expenditure suggested by Kaldor is 
based on the ideas of Irving Fisher, 
to whom he makes acknowledgment. 
This is best illustrated by setting out 
the form that a tax return would 
broadly take:?* 


(1) Bank balances and cash at 
beginning of year. 

(2) Receipts (in money or 
money’s worth) such as 
wages and salaries, busi- 
ness drawings, interest and 
dividends, and all other 
kinds of income to which 
the present income tax 
applies; in addition, be- 
quests, gifts, winnings, etc. 
Money borrowed, or money 
received in repayment of 
loans. 

Proceeds of sale of invest- 
ments (including houses). 


£ 8. d. 


Total receipts 





. Clark, op. cit., p. 24. 
. Kaldor, op. cit., p. 192. 


Less 

(5) Money lent or money paid 
in repayment of previous 
borrowing. 

(6) Purchase of investments 
{including houses). 

(7) Bank balances and cash at 
end of year. 


Gross expenditure 


Less 

(8) Exempted expenditure. 

(9) Allowance for spreading of 
expenditure .on durable 
goods. 

Add 

(10) Proportion of expenditure 
on durable goods incurred 
in previous years and 
chargeable in the current 
year. 


Chargeable expenditure 


It will at once be evident that the 
major problem of defining income has 
been eliminated, for under this system 
all receipts of whatever nature are 
brought into account. 
(10) call for some explanation. They 
refer to certain durable consumer goods 
such as yachts, sports cars, television 
sets and the like, investment in whieh 
should not, in Kaldor’s opinion, be re 


garded as “saving” for the purposes of 


the tax. He suggests that taxpayers 
should be allowed, for tax purposes, to 
spread expenditure on this kind of as 
set over several years, and items (9) 
and (10) are intended to allow this to 
be done. 


Conclusion 

One may conclude, with Kaldor, that 
the expenditure tax, although compli 
cated, would be administratively feas 
ible. Moreover, a case seems to have 
been made out for its adoption. The 
real difficulty, of course, if these two 
conclusions were accepted, would lie 
in effecting the change-over. There 
would be transitional problems of the 
greatest magnitude, the prospect of 
which might well outweigh any com 
sideration of ultimate benefits. It 
seems in fact that if an expenditure 
tax were to be introduced, this could 
only be done step by step over a period 
of perhaps many years, and side by 
side with an income tax that would be 
gradually withdrawn. 
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CUTTENE PLOHLEMS discussed in overseas journat 


Accounting theory 

R. G. Mathews, The Accountants’ 
Journal (N.Z.), July, discusses The 
Scope of Accounting Theory. From a 
critical analysis of doctrines and con- 
ventions and of relationships between 
these, he goes on to a résumé of recent 
discussion on accounting theory. The 
paper concludes with an attempt to 
justify the desirability of such discus- 
sion, and to argue that accounting is a 
science, rather than an art. Mr. 
Mathews bases his case for accounting 
as @ science on two points. Firstly, he 
daims, accountants work, as econo- 
mists do, on “elaborate predictions— 
worked out entirely on assumptions 
which seldom exist in reality.” If 
economics is classified as a science, 
which it is, then accounting may not be 
# out of place in such a “classification.” 
His second point is that “if accounting 
is merely a specialised branch of 
statistics—then it is a science, being a 
branch of the science of statistics, 
just as civil engineering is a specialised 
branch of the general science of en- 
gineering”. 


Taxation 


In The Accountants Journal, London, 
July, the performance of taxation work 
by professional accountants and bank 
dficers is the subject of an article pre- 
senting the respective viewpoints of 
an accountant and a banker on the con- 
troversial problem of restriction of this 
ye of work to the accountancy pro- 
ession. 


Valuation of accountancy practices 


William L. Betz in The New York 
Certified Public Accountant, July, dis- 
cusses the major factors involved in 
valuing an accounting practice about 
be transferred, either for the pur- 
pose of sale or variation of partnership 
Interest. 
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Notes prepared by members of the 
teaching staff in the Department of 
Accounting, University of Melbourne 


Published accounting statements 


G. Kenneth Carr, The Securities and 
Exchange Commission in Relation to 
Canadian Accounting, The Canadian 
Chartered Accountant, July, deals 
briefly with the manner in which the 
Commission regulates prospectuses of 
share issues and the auditing and pre- 
sentation of statements of trading re- 
sults and of financial position of listed 
companies in the United States. Com- 
parison of some of the requirements 
of the Commission” concerning dis- 
closure in accounting reports submitted 
to it with the requirements in Aus- 
tralia under the various Companies 
Acts (and of the stock exchanges) is of 
particular interest. For example, both 
“sales” and “cost of sales” must be 
shown in profit and loss statements; 
stocks on hand are required to be sub- 
divided (if practicable) into classes 
such as finished goods, work-in-pro- 
cess, raw materials and supplies and, 
in addition to the basis of valuation, 
an indication is required of the method 
of determining that valuation (for in- 
stance, whether “cost” has been deter- 
mined by averaging, FIFO, LIFO, etc.). 

The responsibility of management 
and of the auditor to disclose in finan- 
cial statements the effects of important 
events subsequent to the balance date 
is discussed by William M. Wilson, 
Events Subsequent to Balance Sheet 
Date, in The Canadian Chartered Ac- 
countant, July. The article is based 
on the recommendations of the Ameri- 
can Institute of Accountants in Bulle- 
tin No. 25, October 1954. 


Management accounting 


Robert C. Tait, The Controller, July, 
tells how Long Range Planning must 
be developed against a background of 
a reasonably sound projection of the 
entire economy. But only recently, he 
says, have we developed sufficient in- 
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dices and statistical data on various 
phases of our’ economy to make such 
reasonably sound projections. He 
deals briefly with two of such measures 


before discussing the planning techni- . 


ques which would be involved in a plan 
to cover at least a five-year period. 
This he considers the minimum period 
for normal industrial enterprise though 
he admits the necessity of consider- 
ably longer periods in the case of the 
aircraft industry and others. 

In the N.A.C.A. Bulletin, July, H. C. 
Greer re-states his case for Quicker 
Reports, previously put forward in the 
December issue of the Bulletin. (Cf. 
as Problems”, July, 1956, p. 

01. 


Also in the Jul? issue, O. A. Lundin 
discusses the factors to be considered 
in estimating the rate-of-return from 
proposed capital expenditure. 


John M. Thompson, The Controller, 
July, deals at some length with the 
operating budget and the contribution 
which it can make towards effective 
and efficient administration and plan- 
ning. Despite the assistance which is 
rendered to management by the operat- 
ing budget, the writer concludes with 
a common-sense warning to those who 
would expect to find in budgets the 
solution to management problems. 
“Budgeting by itself will not create 
efficiency, reduce costs or solve any 
basic corporate problems. Budgets 
cannot be used as a substitute for man- 
agement and good common sense. At 
their best they only represent an 
orderly, systematic approach to man- 
agement in bringing into focus its 
basic problems, forcing consideration 
of the steps which must be taken to 
solve them, and presenting an orderly 
and efficient manner in which the com- 
pany’s affairs can be administered. 
The budget cannot, and will not, take 
the place of initiative, drive and sound 
business judgment which must be con- 
stantly exercised in the operation of all 
businesses. Businesses are operated 
by people and cannot be any better 
than the sum total of their collective 
efforts.” 


478 


In The Accountant, July 28 and Aug. 
ust 4, Harry Hodgson outlines the pro. 
fessional approach to the installation of 
management accounting in a _ small 
business. He also indicates how the 
accountant may provide guidance to 
management on profit and selling price 
policy. 


Cost control 


M. Schiff, in the N.A.C.A. Bulletin, 
July, shows how time-study standards 
can be used to control clerical costs, 
G. E. Meyers, in the same issue, de 
scribes a system of maintenance cost 
control without time-study. 


Case studies in cost accounting and 
budgeting 

Two articles in the N.A.C.A. Bulle 
tin, July, deal with punched-card in- 
stallations: E. A. Zajac describes 
punched-card accounting in a natural 
gas company, while R. E. Johnson de 
scribes stores accounting in a large 
atomic energy laboratory. 

In the same issue, R. S. Meinhok 
describes a standard cost method of 


segregating product-testing costs from 
research costs in a steel mill labora 
tory; A. E. Harding relates how his 
company abolished time-clocks and 
clock-cards; and G. W. Frank describes 
in detail the budgeting procedures of 
a hypothetical company. 


Cost of information services 

In The Accountant, July 14 and 21, 
Dr. J. M. S. Risk discusses the appli. 
cation of simple cost accounting 
methods within the field of information 
services. 


Electronic data processing 

Three articles in the July issue of 
the N.A.C.A. Bulletin deal with various 
aspects of electronic computer instal 
lations: T. V. Learson advises on plat- 
ning a computer installation, M. M. 
Koontz discusses the merits of various 
computer models, while W. M. Harris 
discusses the problem of centralising 
computer services in a company whi 
has decentralised accounting for it 
product divisions. 


The Australian Accountant, November, 1956. 











NEWS AND NOTES 








Australian Society of Accountants 


VICTORIAN DIVISION 
October luncheon 

October is United Nations Month and the 
Division was fortunate to have Sir Ian 
Clunies-Ross, C.M.G., to speak on The United 
Nations and what it has done. 

“The League of Nations died because people 
let it die’, Sir Ian sajd. “Today we still face 
that danger. However, in spite of the cleavage 
between east and west, I believe that the 
United Nations is a much more potent body. 


“The normal activities of UN cost you and 
me only about 1s. 9d. per annum,” he said. 
“With the work of other related voluntary 
organisations, the sum total of all this is 
something like 3s. 54d. per head per year.” 
Australia’s contribution was onlv £300,000 a 
year toward the raising of living standards 
through improvements in world agriculture. 
The International Refugee Organisation had 
gradually persuaded countries to accept most 
of the thousands of homeless people from 
camps all over Europe. However. the refugee 
problem was still not entirely solved. 


Australia, although relatively small, had 
been one of the biggest contributors to the 
International Children’s Emergency Fund, Sir 
lan said. 

His conclusion was: Whether we like UN 
or not, whether we think it has failed or not, 
we just have to make it live. 


Family circle discussion 

The October discussion was on the subject 
of How and Why to Form a Proprietary Com- 
pany, and was most ably handled by Mr. 
Wilfred G. Hall of the firm of Hall and Wil- 
cox, Solicitors. 

Mr. Hall gave members an excellent histori- 

cal survey of companies in Australia and Eng- 
land, commencing with those incorporated 
under Royal Charter, and dealt with the 
various Companies Acts. 
_ The speaker covered in detail the formali- 
ties to be followed in the formation of a 
company and drew attention to many points 
Which demand careful attention. The 
vantages and disadvantages of private com- 
panies were discussed by the speaker. 

Many members of the group joined in the 
discussion which followed. 


Personal 

Mr. Guy N. Moore, F.A.S.A., has been ap- 
Pointed by the Governor-in-Council, Auditor 
of the City of Melbourne, for a further twelve 
Months as from 1 October, 1956. 
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NEW SOUTH WALES DIVISION 
Members’ luncheon 


Lt.Col. J. M. Prentice, well known radio 
commentator on international affairs, was 
the guest speaker at the members’ luncheon 
held at the Trocadero on Wednesday, 22 
August. The title of his address was Problems 
in the Middle East. Col. Prentice spoke at 
length on the background and history of the 
Middle East problems, and presented his talk 
in a most interesting and amusing style. A 
vote of thanks to the speaker was moved by 
a former member of the Divisional Council, 
Mr. C. H. Prosser. 


The December luncheon is to be held at the 
Trocadero on December 12. 


Taxation law and practice 


A series of four lectures on Taxation Law 
and Practice was held in the Assembly Hall 
on 14, 21 and 28 August and 6 September. 
Over 600 members attended on each evening. 
The subjects and speakers were: Taxation of 
Companies and Dividends, by Mr. J. A. L. 
Gunn, C.B.E., F.A.S.A.; Some Points in Con- 
nexion with Pensions, Retiring Allowances, 
and Superannuation Schemes, by Mr. N ‘ 
Challoner, LL.B., A.A.S.A.; Some Practical 
Problems Relating to Returns of Taxpayers 
Other Than Corporations, by Mr. L. A. Little, 
A.A.S.A.; and Tax Planning and Minimising 
a we Burden, by Mr. J. McKellar White, 

-A.S.A, 


The Divisional Council was of the opinion 
that the time was appropriate for a taxation 
refresher course, and the overwhelming sup- 
port given to the series indicated the wisdom 
of the Council’s choice of the topic and sub- 
jects selected. The lecturers were men who 
have devoted many years to the study of 
taxation and who have had wide practical 
experience in the subject. The support given 
to the lectures was most encouraging. 


Obituary 

It is with deep regret we record the death 
of Mr. Angus Neil Cameron Grant Leslie, 
LL.B., A.A.S.A., who was a member of the 
Parliamentary and Laws Committee of this 
Society. Mr. Leslie had been a member of the 
Commonwealth Taxation Board of Review No. 


1 for eight years. 


Personal 

Mr. J. R. Staples, A.A.S.A., has changed his 
address to c/o Staples and Staples, Room 2, 
First Floor, 293 Belmore Road, Herne Bay. 


479 





NEWS AND NOTES 


Messrs. Byron and Farrelly have dissolved 
their partnership by mutual consent, and will 
practise individually at the following ad- 
dresses: Mr. John M. Byron, A.A.S.A., A.C.LS. 
at 234 Liverpool Road, Ashfield; Mr. —_ 
Patrick Farrelley, A.A.S.A., A.C.LS. at 
Hunter Street, Strathfield. 

Messrs. A. E. James & Co., Public Accoun- 
tants, removed their practice to new offices on 
22 October, 1956, the new address being 
Second Floor, Wales House, 66 Pitt Street 
(cnr. Hunter Street), Sydney. The telephone 
bes have been changed to BL 6033 and 

4, 


QUEENSLAND DIVISION 


Visit of Professor Martin L. Black 

At a well-attended meeting of members held 
at the Teachers’ Conference Hall, Brisbane, 
on Thursday, 13 September, Professor Black, 
the visiting Fulbright lecturer from Duke 
University, North Carolina, addressed mem- 
bers on the subject, Status of Accounting in 
American Industry. 

The State President, Mr. John Devitt, pre- 
sided and with him on the rostrum was Mr. 
N. F. Morris, Vice-President of the Queens- 
land Division of the Australasian Institute of 
Cost Accountants. Before delivering his lec- 
ture Professor Black read a message of 
| eee from the President of the American 
nstitute of Accountants to members of the 
Australian Society of Accountants. 

Professor Black covered a wide field in 
demonstrating the responsibility of the ac- 
countant in American industry, drawin 
interesting comparisons of the major dif- 
ferences between procedures and practices in 
the United States and those in Australia. 
Members were interested to note that many 
rules of accounting as promulgated by the 
American Institute were virtually becoming 
rules of law and the recommendations of the 
American Institute were being readily ac- 
cepted in matters affecting financial account- 
ing and American financial controls. 

Professor Black expressed some regret that, 
as in Australia, there was a tendency in 
America to follow income tax requirements in 
accounting, at the expense of good accounting, 
and he urged members of the profession in 
Australia to guard against this tendency 
whenever possible. 

The speaker said that in the main there is 
no legal paenennens for auditing company 
accounts in U.S.A. except as provided under 
limited headings by the Securities and Ex- 
change Commission, but that most American 
auditing procedures and practices arose from 
the requirements of the New York Stock Ex- 
change in respect of those companies listed 
for quotation on the Exchange. 

Before concluding, Professor Black demon- 
strated the major differences in the type and 
text of company reports as published in 
America and those published in Australia. 

At the end of his address, Professor Black 
kindly answered questions, which brought 
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wag further information of Value to men. 


rs. 

Mr. John Peden, F.A.S.A., moved a vote of 
thanks to Professor Black for coming to Bris. 
bane to speak to members and for the yalp. 
able contribution represented by his paper. 


Members’ luncheon 

In welcoming members to the luncheon held 
on Thursday, 11 October, the State Presiden 
also extended a welcome to a guest for the 
occasion, Mr. R. S. Colquhoun, President of 
the Brisbane Division, Australian Institute of 
Management, and Manager of B.HP. ip 
Queensland. 

After the luncheon members heard a 
interesting and entertaining address by the 
Hon. Thomas Boydell, a visitor to this county 
from South Africa, who has been a Cabinet 
Minister and Senator in South Africa. Sinee 
his retirement from parliamentary life Mr. 
Boydell has toured America on two occasi 
delivering lectures to promote goodwill a 
understanding between the United States and 
South Africa. On his present visit to Aus 
tralia he hopes to attain a similar objective. 

Mr. Boydell explained some of the present 
problems of South Africa and the steps being 
taken to overcome them. One solution of th 
peveens racial problem appears to lie ina 
orm of partition, whereby each of the he 
races would have the opportunity to d 
its own potential, undisturbed by the prob 
lems which would arise with any attempt at 
integration. He drew interesting comparisons 
between other aspects of conditions in South 
Africa and those in Australia, and expressed 
the opinion that both countries could and 
would, with the assistance of the United 
States, do much to maintain the freedom of 
the democracies. 

Mr. A. E. Bamford, F.A.S.A., expressed t 
the Hon. Thomas Boydell the appreciation of 
members for his address. 


Toowoomba convention, April 1956 

Members who were unable to attend the 
Society’s first week-end convention at Too 
woomba in April will be interested to know 
that a printed booklet containing copies of 
the lectures delivered at the convention is now 
- eee at the Society’s office at a price of 
Ss. 


Current trends in retail accounting 

The October educational activity was heli 
on 11 October at 7.30 p.m. in the Oddfellows 
Hall, Brisbane. The address was delivered by 
Mr. W. R. J. Riddel, A.A.S.A., A.C.LS., Seer 
tary and Assistant to the Managing Director 
of MacDonnell & East Ltd. Mr. Riddel’s a¢ 
dress was particularly interesting as his tf 
marks were drawn from practical experience 
in the retail trade. After the address mem- 
bers joined in a general discussion of the topie 
and Mr. Riddel was able to supply further 
information in answer to questions. 

Among the points raised by the speaker, 
and in the ensuing discussion and questo 
period, were current trends in stocktaking, 
the use of store currency, and tape : 
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Mr. J. H. Devitt, State President, was the 
gairman for the occasion and concluded the 
mening by proposing a vote of thanks to the 
gesker, which was carried with acclamation. 


Income tax return forms 
The Deputy Commissioner of Taxation in 
land has stated that, to assist tax 
wents with their programmes for lodging in- 
ome tax returns, it is proposed to make 
wpplies of return forms available to them 
fore the general release of such forms to 
the public. This procedure will commence with 
return forms for the income year ending 30 
June, 1957. 

Early next year the Commissioner will, by 
drevlar, request all tax agents to inform him 
of the number of forms they will require. 
The necessary supplies of return forms will 
be despatched to the tax agents as soon as 
they become available from the printers. 
Whilst no definite date can be fixed for 
despatch at this stage, it is hoped to have the 
supplies available early in May. 

It is felt that if return forms can be made 
wailable to tax agents several weeks before 
the close of the financial year they will have 
m opportunity to prepare in part the forms 
wquired for their clients. Any available time 
fore the end of the financial years may thus 
be used to advantage for completion of those 
sections of the forms relating to names, ad- 
tresses, opening stock, etc. 


Townsville branch 

A visit was made to the cement works at 
Swart, North Queensland, by members and 
students of the Townsville Branch on 31 
August. The works management provided 
gides for the inspection of the works, and 
the Secretary explained the stock and costing 
procedures. The visit terminated with supper. 
Obituary 

The death of Mr. C. T. Leach, F.A.S.A., on 
% September, 1956, has been noted with deep 
regret. Mr. Leach was a member of the 
Council of the Queensland Division of the 
Commonwealth Institute of Accountants for 
five years and had continued as a member of 
the Divisional Council of the Society after the 
amalgamation in 1953. His death will be a 
great loss to the Society and the profession. 
Mr. Leach was the first President of the 
Townsville Branch of the Commonwealth In- 
stitute of Accountants which was formed in 
1940. When he moved to Brisbane he served 
mn the Divisional Council of that Institute for 
fve years and then for four years on the Divi- 
tional Council of the Society. 


SOUTH AUSTRALIAN DIVISION 


Members’ dinner 
A total of 180 members and sixteen guests 
tttended the Members’ Dinner at the Myer 
Apollo Dining Hall on Friday, 28 September. 
ts included His Excellency the Governor 
South Australia, Sir Robert George, the 
rmey-General for South Australia, Hon. 
. Rowe, M.L.C. (representing the 
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Premier), Mr. Frank Walsh, M.P. (represent- 
ing the Leader of the Opposition), the Honour- 
able Sir Herbert Mayo, the Lord Mayor of 
Adelaide (Mr. J. S. Philps) and representa- 
tives of kindred bodies. 

The toast to the Society was proposed by 
Sir Robert George, and the State Presiden 
Mr. L. A. Braddock, responded. The State 
South Australia was proposed by the Im- 
mediate Past President, Mr. G. F. George, and 
responses were made by the Attorney-General 
and Mr. Frank Walsh. The toast, Our Guests, 
was proposed by the State Vice-President, Mr. 
C. L. Hargrave, and Sir Herbert Mayo and the 
Lord Mayor responded. 

The dinner was arranged by the Divisional 
Council in the belief that such a formal occa- 
sion is a proper function in the life of a 
professional body which would enhance the 
status and prestige of the profession and 
members generally, and it is believed that this 
objective was achieved. 


Annual University lecture 


The Annual Lecture of the Australian 
Society of Accountants in the University of 
Adelaide was delivered by Professor Martin L. 
Black on Thursday, 11 October, to an audience 
of approximately 250. 

Professor Black dealt with the subject 
Depreciation—Purpose and Methods, and his 
lecture is published elsewhere in this issue. 

The lecture concluded the activities of the 
Division for the year 1956. The Activities 
Committee is at present considering a pro- 
gramme for 1957, details of which will be 
published as soon as they are available. 


Personal 


Mr. J. S. White, A.A.S.A., has been ap- 
ointed Secretary to the Attorney-General of 
uth Australia. 

Mr. F. L. Wray has been appointed Secre- 
tary of the Stock Exchange of Adelaide, fol- 
lowing the resignation of Mr. J. Leaker. 

Mr. A. J. Murray, A.A.S.A., has retired 
from Wm. Haughton & Co. Ltd. 


TASMANIAN DIVISION 

Arthur Capper Moore memorial lecture 

The 1956 Lecture was delivered in Hobart 
on Monday, 24 September, 1956, by Dr. 
Harold Farlow Craig, D.C.S., B.A., A.A.S.A., 
A.C.A.A., A.C.LS., whose subject was The Ac- 
countant and Formulation of Pricing Policy. 
In the course of his lecture, Dr. Craig said 
that accounting techniques might help to over- 
come Australia’s export cost problems. He 
said that in some circumstances it might well 
pay a company to increase its output and sell 
the extra goods overseas at a price below the 
normal domestic selling price. As long as the 
additional income derived was more than the 
extra costs involved the total profit would still 
be increased. This could happen because some 
costs would remain stationary even though 
output went up. 


The State President, Mr. Quentin 
McDougall, presided, and a vote of thanks 
was proposed by Mr. E. A. Smith. 
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Annual church service 

It is proposed that the Annual Church Ser- 
vice shall be held in November and further 
details will be sent to members shortly. 


WESTERN AUSTRALIAN DIVISION 
Visit by General President and General 
Registrar 
The General President, Mr. G. E. Fitzgerald, 
and the General Registrar, Mr. C. W. Ander- 


sen, paid a short visit to Western Australi 
recently. During their stay a dinner wa 
tendered to Mr. Fitzgerald by the Divisiong] 
Council, which was attended by rep 

tives of the Government, Perth City Coungil, 
kindred Institutes, and professional and busi. 
ness sections of the community. 


On Wednesday, 12 September, Mr. Fitz. 
gerald spoke at the usual monthly luncheon 
at Anzac House which was attended by 150 
members. 


Australian Accountants Students Society 


VICTORIAN DIVISION 

September Meeting 

On Monday, 17 September, Mr. G. R. 
Thompson, A.A.S.A., spoke on Private Ar- 
rangements under the Bankruptcy Act. 
Thirty-one members of the Society were 
present and were most interested in the clear 
and concise manner in which Mr. Thompson 
presented his subject matter. The Council 
on behalf of those present has recorded its 
thanks to Mr. Thompson. 


November meetings 

On Monday, 12 November, Friday, 16 
November, and Monday, 19 November next, 
Mr. A. E. Speck, B.Com., F.A.S.A., F.C.1S., 
will lead discussions on model answers to Ad- 
vanced Accounting Stage 3, Company Law 
and Accounts, Stage 2 and Accounting and 
Auditing, Stage 1 respectively. 


NEW SOUTH WALES DIVISION 


August meeting 

On 2 August, Mr. L. A. McPherson, 
A.A.S.A., delivered a lecture to members on 
Conduct of an Audit, and on 23 August, Mr. 
L. N. Lee, B.A., B.Com., A.A.S.A., lectured 
on Holding Companies. Both Mr. McPherson 
and Mr. Lee are senior lecturers in the 
School of Accountancy, New South Wales 
University of Technology. 


September meetings 
The first meeting on 6 September was an 
address by Mr. J. R. Wilson, M.Ec., of the 


Australasian Institute 


GENERAL COUNCIL 

Administration of the Institute 

Following the agreement for affiliation 
with the Australian Society of Accountants, 
the General Registrar of the Institute, Mr. 
A. J. Gairns retired by arrangement on 80 
September. Mr. C. W. Andersen, General 
Registrar of the Australian Society of Ac- 
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Faculty of Economics, University of Sydney, 
entitled Monetary Theory. 

The second meeting, held on 27 September, 
took the form of a Preview of Management 
Accounting, by Mr. S. R. Brown, LLB, 
F.A.S.A. Mr. bows used the last examina. 
tion paper in this subject, together with his 
suggested answers, as the basis for the lec- 
ture, and in the process of the ae drew 
attention to many of the pitfalls and prob 
lems likely to be encountered at the examina- 
tion. 


Presentation of prizes 

At the meeting on 27 September, Mr. W. 
J. Campbell, Chairman of the Public Ac- 
countants Registration Board, and New 
South Wales Auditor-General, presented the 
prizes awarded by the Board in the recent 
series of examinations to the following 
students: Mr. G. E. Tyerman first in New 
South Wales in Accounting and Auditing, 
Stage 1; and Messrs. R. G. Gibson and G. F. 
E. Osgood equal first, New South Wales, Ad- 
vanced Accounting, Stage 3. Mr. A. E. Hus- 
sey, of Tamworth, first in Auditing and Busi- 
ness Investigations, Stage 3, in New South 
Wales, was unable to attend the meeting. 

The Chairman, Mr. F. C. B. Packer, 
F.A.S.A., extended a warm welcome to Mr. 
W. J. Campbell and also to Mr. A. G. Beck 
house, Secretary of the Public Accountants 
Registration Board, and to Mr. E. A. Cupit, 
F.A.S.A., President of the New South W: 
Division of the Australian Society of At 
countants. 


of Cost Accountants 


countants has been appointed by General 
Council to succeed Mr. Gairns, as from Oc- 
tober 1956. In due course, the records of the 
Institute will be transferred to the office of 
the Australian Society of Accountants, 37 
Queen Street, Melbourne. Mr. Gairns 
been General Registrar since 1950, and prior 
to his appointment at that time he ‘ 
out many duties for the Institute, including 
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that of Victorian President in 1948. In addi- 
tin, Mr. Gairns has acted as examiner, as 
Editor of the Cost Bulletin, and he was a 
General Councillor in 1948-49. He resigned 
from the Victorian Divisional Council in 1950 
to take up the appointment as Registrar of 
the Institute. 


Special General Council meeting 


In order to discuss the impact of the affilia- 
tion on the Institute’s administration and 
services, a special meeting of General Coun- 
cil has been convened for November 19 and 
20 next. The meeting will be held at Gee- 
long, Victoria. Under the revised Articles of 
Association, the number of General Council- 
lors is reduced to eight, to permit two repre- 
sentatives of the Australian Society of Ac- 
countants to attend. The Australian Presi- 
dent, Mr. J. N. Keynes, will preside, and both 
the retiring Registrar, Mr. A. J. Gairns, and 
the newly-appointed Registrar, Mr. C. W. 
Andersen, will attend. The conference will 
be held at the Carlton Hotel, Geelong. 


195 “Cost Bulletin” Competiticn 


General Council has announced, after re- 
ceiving the report of the judging committee, 
that no entry in the 1955 Competition was 
deemed worthy of an award. This was most 
disappointing, and the Council is hoping that 
this position will be redeemed with a large 
entry of high-class contributions in the 1956 
Competition. 


VICTORIAN DIVISION 
Mr. J. E. Morten 


At the September ‘meeting of the Vic- 
torian Divisional Council, the resignation of 
Mr. J. E. Morten as a Councillor was re- 
ceived. Mr. Morten joined the Council in 
1983 and has served in an outstanding capa- 
city since that time. He was Australian 
President on two occasions, in 1939 and again 
in 1945, and in addition has served as Vic- 
torian Divisional President. He was General 
Councillor of the Victorian Division for 
nearly twenty years. On a number of occa- 
sions when an Australian President was not 
resident in Victoria, he served most capably 
as Chairman of the Executive Committee, the 
body entrusted with the administration of 


. November. 


the Institute during the period between 
General Council meetings. 


The -Council recorded a minute of sincere 
Morten’s outstanding 


appreciation of Mr. 
services. 


Automation 
In view of the considerable interest in the 
advent of automation, both overseas and in 
Australia, the Institute arranged a special 
series of lectures to provide cost accountants 
and other business executives with a scienti- 
fic analysis of the subject, free of any par- 
ticular bias. These lectures were open to the 
public for a small charge. It is hoped that 
a transcript of the lectures will appear in 
the Cost Bulletin for the information of 
members in other states. The speakers and 
their subjects were as follow: Mr. J. S. Smith, 
.E., Regional Director, Personnel Ad- 
ministration Pty. Ltd., Melbourne, spoke of 
the various forms of automation, factors in 
its development, the preparation needed, and 
the effect on the labour force and working 
conditions. Mr. G. P. Taylor, B.Se., B.A.Se. 
(Toronto), Head of the Production Engineer- 
ing Department, Royal Melbourne Technical 
College, spoke on the practical application of 
automation in Australia. Mr. G. Meadley, 
B.E.E., A.M.I.E. (Aust.), F.A.I,M., Engineer- 
ing Manager for Victoria, W. D. Scott & Co. 
Pty. Ltd., Melbourne, spoke of particular 
management problems created by automation. 


Discussion groups 

A discussion group on the subject of Direct 
Costing has now been formed and a discus- 
sion group on Automation was planned for 
We were fortunate in obtaining 
the speakers at the public lecture series on 
Automation as leaders of the discussion 
group. The discussion group held three ses- 
sions on 1, 5 and 15 November. 


NEW SOUTH WALES DIVISION 


Lecture 

On August 28, a lecture was given in the 
Teachers’ Federation Hall on the subject, 
What Top Management Expects of the Cost 
Accountant. The Institute was fortunate in 
obtaining Mr. N. H. Routley to give this lec- 
ture and it was delivered in a manner which 
provided instruction, inspiration and not a 
little entertainment. 
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NOTICES 


Rate per line 5/-; minimum per insertion 


QUALIFIED ACCOUNTANT experienced 
in accounting, auditing and taxation has time 
available to assist other accountants. Write 
Box 428, c/o Australian Society of Account- 
ants, 37 Queen Street, Melbourne. 


PRACTICE FOR SALE—in progressive 
town, North Coast, New South Wales. Gross 
Fees, £2,600 approximately, capable of sub- 
stantial expansion. No other resident ac- 
countant. Modern three bedroom home— 
finance available. Replies to No. 227, c/o 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


POSITION DESIRED BY QUALIFIED 
ACCOUNTANT, 26, with wide experience in 
accountancy and taxation, able to control staff. 
Now doing further studies and available from 
10th December, for University vacation. 
Replies to No. 224, c/o Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANT, A.A.S.A., A.C.1L.8., own 
office and telephone, has spare time available 
to assist other practioners. BU 3572 (Sydney). 


PARTNERSHIP: Opportunity to acquire 
an interest in a sound accountancy practice 
in a country city within easy distance of 
Sydney. Gross earnings £10,000. Interview 
will be arranged on receipt of details of age, 
education and professional experience. Resi- 
dence also available for purchase under 
separate arrangement. Replies to No. 225, 
c/o Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


PRACTICE OR PARTNERSHIP SOUGHT 
—Brisbane, Queensland country, or northern 
New South Wales. Replies No. 223, c/o 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


COUNTRY PRACTICE — Gross _ fees 
approximately £2,500. Capable of consider- 
able expansion. New office premises. Pur- 
chaser may work with Vendor for trial period 
on good salary. Easy terms. Apply No. 222, 
c/o Australian Society of Accountants, 5 
Bligh Street, Sydney. 


ASSOCIATE, 35 years, desires senior posi- 
tion, or purchase practice or partnership. 
Extensive experience in taxation. Reply No. 
219, c/o Australian Society of Accountants, 
5 Bligh Street, Sydney. 
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CHARTERED ACCOUNTANT with ¢ 
sive country practice—wishing to in 
requires the services of a capable Accow 
—age group 25-35 years, reliable, trus 
partnership available to right man; outst, 
ing opportunity. Duties to commence 
Year; accommodation available. Apply 
226, c/o Australian Society of Accoun 
5 Bligh Street, Sydney. 


ASSOCIATE, Chartered Secretary, 
L.C.A., experienced costing, wants to 
office to establish practice. Partnership 
sidered. Time available to assist 
accountants, Reply No. 429, c/o Aust 
Society of Accountants, 37 Queen Street, 
bourne. a 


ACCOUNTANT for charitable org 
tion conducting hospitals and schools. N 
qualified students would be considered. 
ten applications to Medical Superintez 
New South Wales Society for Crippled ¢ 
dren, Box 3545, G.P.O., Sydney. 


FOR SALE OR RENTAL, £15 per m 
new Desk Electric Bookkeeping ™ 
(National 17EN Model). Reply No. 430, 
Australian Society of Accountants, 37 Qu 
Street, Melbourne. 


WANTED TO PURCHASE— 
Sydney practice required by P 
Accountant. Consideration will be gi 
partnership arrangements. Further p 
lars to Box 1272, G.P.O., Sydney. 


PRACTICE in large New South 
country town for sale. Gross fees appt 
mately £6,000. Reply to No. 220, c/o 
tralian Society of Accountants, 5 Bligh St 
Sydney. 


PURCHASE OF PRACTICE. — Pu 
Accountant, Tax Agent, desires to pure 
Sydney or Suburban practice with Gross & 
vicinity £2,000-£2,500. Please reply No. 
c/o Australian Society of Accoun 
Bligh Street, Sydney. 


WANTED TO SELL — Letter-é 
machine, Banda 300. Very little use, 
sell. Best offer. Neon Electric Signs, 
cnr. Cecil and Whiteman Streets, South 
bourne. MX 3143 and MX 1000. 
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